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Foreword 
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T  A  ore  than  ever,  unemployment  is  a  core  pre¬ 
occupation  of  the  global  community.  While  job  creation  is  brisk  in  the 
United  States,  unemployment  is  still  endemic  in  Latin  America,  Western, 
Eastern  Europe  and  the  CIS,  increasingly  affecting  Japan  and  China,  and 
has  increased  dramatically  in  Southeast  Asia  in  the  wake  of  the  financial 
crisis.  In  1996,  UNDP  published  a  study  entitled  “Rival  States,  Rival 
Firms:  Where  Do  People  Fit  In?  The  Global  Unemployment  Challenge” 
(Grunberg  1996).  The  study  argued  that  unemployment  world-wide  was 
not  simply  a  cyclical  phenomenon,  but  arose  from  a  chronic,  structural 
shortfall  in  consumer  demand  on  a  global  scale — itself  due  to  various 
distortions  that  can  be  traced  to  a  disconnect  between  a  global  market  and 
separate  states. 

We  sent  the  study  to  a  large  number  of  economists,  development 
experts  and  employment  specialists  and  the  responses,  assembled  here, 
provide  a  fascinating  array  of  opinions  and  perspectives.  Some,  such  as 
Azizur  Rahman  Khan  or  Edward  Amadeo,  resist  the  smaller  role  that 
labour  markets  are  given  in  the  new  paradigm.  Others,  such  as  Robert 
Eisner  or  Susan  Strange,  embrace  the  analysis  but  differ  with  some  policy 
recommendations.  Ajit  Singh,  in  his  special  contribution,  offers  additional, 
analytical  and  historical  arguments  in  support  of  the  main  thesis  defended 
in  the  original  Discussion  Paper. 


Many  perspectives  illustrate  the  relevance  of  the  global  approach  from 
the  point  of  view  of  developing  countries — in  Africa  (Thandika  Mkanda- 
wire),  transition  economies  (Irina  Voloschuk)  or  Latin  America  (Ricardo 
Infante).  Some  contributors,  such  as  Rachel  Kurian,  however,  also  empha¬ 
size  the  important  differences  between  developed  and  developing  countries 
in  matters  of  employment  and  unemployment.  This  point  also  stands  out 
from  the  Introduction  provided  by  the  volume’s  editor,  Bibek  Debroy. 

To  follow  up  on  the  analysis,  in  Discussion  Paper  4,  of  a  trade-off 
between  quality  and  quantity  of  work,  we  propose,  in  the  rejoinder,  the 
creation  of  a  new  policy  tool,  a  Quality- Adjusted  Rate  of  Unemployment. 
Indeed,  too  many  gains  in  employment  are  now  achieved  at  the  expense 
of  the  quality  of  work.  Simple  unemployment  rates  cannot  capture  this 
“hidden  trade-off.”  The  new  indicator  would  adjust  the  employment  rate 
with  measurements  of  the  quality  of  work,  thereby  providing  a  more  precise 
monitoring  tool  to  improve  human  development  through  employment 
policy. 

Some  of  the  analysis  in  Discussion  Paper  4  was  broadened  and  applied 
to  other  issue  areas  in  our  recent  book  Global  Public  Goods:  International 
Cooperation  in  the  21st  Century  (Kaul,  Grunberg  and  Stern  1999).  In  that 
book,  for  example,  we  elaborate  on  the  “jurisdictional  gap”  between  sepa¬ 
rate  states  and  a  global  market.  In  Discussion  Paper  4,  we  showed  that 
the  collective  action  problem  results  in  an  endemic  demand  shortfall  and 
lower  levels  of  employment.  In  Global  Public  Goods ,  we  see  a  similar  dynamic 
at  work  in  other  areas  such  as  health,  the  environment  or  financial  stability. 

Two  distinguished  authors,  Susan  Strange  and  Robert  Eisner,  passed 
away  while  this  volume  was  under  publication.  They  each  left  a  unique 
mark  and  influence  in  their  respective  fields  of  work,  macro-economics 
for  Robert  Eisner,  international  political  economy  for  Susan  Strange,  and 
we  are  very  privileged  to  have  benefited  from  their  input  in  this  discussion 
of  global  unemployment.  This  volume  is  dedicated  to  them.  We  also  wish 
to  thank  Priya  Gajraj  for  her  help  in  the  preparation  of  this  volume. 

As  usual,  we  invite  readers  to  share  with  us  their  views  on  the  ideas 
put  forward  here.  We  are  particularly  interested  in  research  that  would 
elaborate  on  the  methodology  proposed  to  create  a  Quality-Adjusted  Rate 
of  Unemployment— or  that  would  suggest  alternative  methodologies.  This 
is  the  second  time  we  bring  together  “perspectives”  on  a  previous  ODS 
Discussion  paper— after  the  successful  “Perspectives  on  International 
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Financial  Liberalization”  (Grunberg  1998).  Just  as  with  that  preceding 
volume,  we  hope  to  spur  an  ongoing  process  of  policy  dialogue  and 
exchange  of  views,  in  order  to  move  forward  with  concrete  recommenda¬ 
tions  to  advance  human  development. 


Inge  Kaul 
Director 

Office  of  Development  Studies 
Bureau  for  Development  Policy 

June  1999 


REFERENCES 

Grunberg,  Isabelle.  1996.  Rival  States,  Rival  Firms:  How  do  People  Fit  In?  ODS 
Discussion  Paper  4.  New  York:  Office  of  Development  Studies,  United 
Nations  Development  Programme. 

_ ,  ed.  1998.  Perspectives  on  Financial  Liberalization,  Responses  to  Discussion  Paper 

12.  New  York:  Office  of  Development  Studies,  United  Nations  Develop¬ 
ment  Programme. 

Kaul,  Inge,  Isabelle  Grunberg  and  Marc  A.  Stern,  eds.  1999.  Global  Public  Goods: 
International  Cooperation  in  the  21st  Century.  New  York:  Oxford  University 
Press. 


vii 


Bibek  Debroy 

Introduction 


Bibek  Debroy  is  Director  of  the  Rajiv  Gandhi  Institute  for  Contempo¬ 
rary  Studies  at  the  Rajiv  Gandhi  Foundation. 


Q  the  threshold  of  the  new  millennium,  there 

have  been  considerable  advances  in  human  development,  measured  not 
only  in  terms  of  per  capita  income,  but  also  by  quality  of  life  indicators 
such  as  infant  mortality,  life  expectancy  or  adult  literacy.  There  is  also 
increasing  consensus  on  market-led  approaches  to  development,  muted 
perhaps  since  the  1996  paper  was  written  because  of  developments  in 
East  Asia.  In  line  with  this  trend,  reforms  have  been  carried  out  towards 
liberalization,  privatization  and  globalization  and  a  relative  decline  in  the 
role  that  national  governments  have  in  determining  economic  policies. 
Yet,  despite  advances  made,  there  is  reason  for  dissatisfaction  with  achieve¬ 
ments  in  terms  of  human  development.  How  do  people  fit  into  this  new 
development  paradigm? 

More  specifically,  Isabelle  Grunberg’s  concern  is  with  global  unem¬ 
ployment  and  labour  markets.  Although  there  can  be  a  broader  definition 
of  work,  the  1996  study  focused  on  remunerated  work.  The  study  asked: 
is  it  enough  to  argue  that  unemployment  requires  flexible  labour  markets 
and  labour  market  adjustments  within  domestic  economies?  Beyond  labour 
market  adjustments,  there  are  issues  such  as  tax  disincentives  to  employ¬ 
ment,  lack  of  credit  for  small  and  medium-sized  enterprises  (SMEs),  a 
growing  imbalance  between  the  overworked  and  the  unemployed,  and  the 
needed  promotion  of  education,  infrastructure  and  social  services.  There  is 
also  increasing  dissonance  between  the  forces  of  globalization  and  national 
economic  policies.  Should  there  not  be  cooperation  between  states  on  the 
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need  to  ensure  minimal  labour  standards,  reduce  inflation  and  lower  inter¬ 
est  rates?  Stated  differently,  Grunberg’s  thrust  is  not  on  institutional  prob¬ 
lems  of  labour  market  rigidities,  but  on  global  demand. 

Eleven  experts  have  provided  commentaries  to  Isabelle  Grunberg’s 
paper — Edward  Amadeo,  Yilmaz  Akyiiz,  Robert  Eisner,  Ricardo  Infante, 
Azizur  Rahman  Khan,  Rachel  Kurian,  Thandika  Mkandawire,  Bernard 
Perret,  Gita  Sen,  Susan  Strange  and  Irina  Voloschuk.  This  volume  also 
includes  a  special  contribution  by  Ajit  Singh  and  a  synthesis  by  Isabelle 
Grunberg.  The  commentators  address  the  empirical  analysis  in  the  Grunb- 
erg  study.  More  importantly,  many  of  the  responses  seem  to  take  a  position 
on  three  basic  questions:  (a)  Are  labour  market  rigidities  an  important  cause 
of  unemployment?  (b)  Is  international  cooperation  effective  in  promoting 
employment?  and  (c)  Is  demand  stimulus  the  answer?  The  following  table 
summarizes  these  positions,  with  a  “Y”  denoting  agreement  with  the  prop¬ 
osition,  and  a  blank  denoting  disagreement,  or  a  lack  of  position. 


Are  labour 
market 
rigidities  an 
important 
cause  of 
unemployment? 

Is  international 
cooperation 
effective  in 
promoting 
employment? 

Is  demand 
stimulus  the 
answer? 

Edward  Amadeo 

Y 

Yilmaz  Akyiiz 

Y 

Robert  Eisner 

Y 

Ricardo  Infante 

Y 

Y 

Azizur  Rahman  Khan 

Y 

Y 

Rachel  Kurian 

Y 

Thandika  Mkandawire 

Y 

Bernard  Perret 

Y 

Gita  Sen 

Y 

Susan  Strange 

Y 

Irina  Voloschuk 

Ajit  Singh 

Y 

Y 
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Edward  Amadeo’s  contribution  reflects  the  Latin  American  experience. 
Agricultural  and  industrial  employment  has  declined  in  most  Latin  Ameri¬ 
can  countries  and  the  bulk  of  new  employment  generation  is  in  the  service 
sector.  The  quality  of  these  new  jobs,  however,  is  generally  lower.  Techno¬ 
logical  advances  have  also  changed  the  relative  demand  for  skilled  and 
unskilled  labour,  widening  relative  wages  between  these  two  groups.  But 
Amadeo  is  skeptical  about  the  implementation  of  cross-country  coopera¬ 
tion  or  coordination.  Within  national  economies,  greater  labour  market 
flexibility  is  possible  through  differentiated  contracts,  he  argues,  thus  estab¬ 
lishing  two  groups  of  workers — those  with  full  benefits  and  those  with 
temporary  and  restricted  contracts.  This  offers  a  half-way  house  between 
formal  legal  contracts  and  informal,  illegal  wage  contracts,  leading  to  a 
three-tier  labour  market.  Amadeo  is  also  in  favour  of  flexible  systems 
that  permit  contracts  to  be  directly  negotiated  between  workers  (unions) 
and  employers. 

Yilmaz  Akyiiz  argues  that  one  has  to  be  careful  in  advancing  the  demand 
stimulus  argument,  as  such  prescriptions  are  usually  identified  with  cyclical 
fluctuations,  not  structural  problems.  The  demand  argument  thus  needs 
to  be  restated  in  a  structural  way. 

Robert  Eisner  expresses  skepticism  about  the  dogma  of  the  non- 
accelerating-inflation  rate  of  unemployment  or  Non-Inflation  Accelerating 
Rate  of  Unemployment  (NAIRU),  however  defined.  NAIRU  is  a  very 
faulty  concept  and  an  inappropriate  guide  to  policy.  Eisner  agrees  with 
Grunberg  that,  in  many  cases,  inadequate  macroeconomic  policies  contrib¬ 
ute  to  unemployment.  But  there  is  disagreement  about  other  potential 
roots  of  unemployment:  technological  advance?  international  trade?  inter¬ 
national  investments?  Robert  Eisner  also  disagrees  about  work  sharing  as 
a  feasible  option.  Since  the  argument  is  that  a  contractual  relationship 
should  be  left  to  the  employer  and  the  employee  without  governmental 
interference,  this  can  also  be  classified  as  advocating  labour  market  flexibil¬ 
ity,  though  not  quite  in  the  developing  country  sense. 

Ricardo  Infante,  based  on  Latin  American  structural  adjustment  pro¬ 
grammes,  argues  that  full  employment  has  lost  its  status  as  a  primary 
objective  and  that  this  status  must  be  restored.  There  needs  to  be  more 
solidarity  in  the  new  economic  order.  Within  labour  market  policies,  one 
could  include  specific  objectives — minimum  income  guaranties,  resources 
to  balance  the  bargaining  power  of  different  groups  and  reduction  of 
income  differentials  among  different  social  groups. 
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Azizur  Rahman  Khan  makes  four  main  points.  First,  the  argument 
about  jobless  growth  is  not  necessarily  true,  East  Asia  being  a  case  in  point. 
Second,  the  link  between  trade  and  employment  has  a  clear  developing 
country  (South)  vs.  developed  country  (North)  angle.  Through  trade,  both 
employment  and  the  real  wages  of  unskilled  labour  in  the  North  will  go 
down — but  what  is  wrong  with  the  North  bearing  its  share  of  adjustments? 
Third,  one  needs  to  be  careful  about  the  idea  of  universal  and  minimum 
labour  standards.  This  can  be  an  avenue  for  protectionism.  In  addition, 
higher  standards  in  the  organized  labour  markets  of  the  South  will  increase 
the  segmentation  of  these  markets.  Fourth,  aggregate  demand  restrictions 
in  the  North  has  indeed  been  responsible  for  the  worldwide  problem  of 
unemployment.  But  dais  is  not  quite  true  of  structural  adjustment  in  the 
South,  since  there  is  no  evidence  of  these  having  led  to  a  curtailment 
of  demand. 

Rachel  Kurian  argues  that  employment  and  unemployment  patterns 
in  developed  and  developing  countries  can  be  quite  different.  For  example, 
labour  markets  in  developing  countries  are  characterized  by  a  relatively 
narrow  formal  market,  with  the  bulk  of  the  work  force  in  low  productivity, 
informal  markets.  For  the  majority  of  the  work  force,  social  safety  nets 
don’t  exist.  Rachel  Kurian  also  questions  the  proposition  that  trade  reforms 
and  trade  liberalization  lead  to  increases  in  formal  or  informal  sector 
employment. 

This  dichotomy  between  developed  and  developing  countries  perhaps 
explains  many  of  the  reactions  to  Isabelle  Grunberg’s  paper.  With  a  devel¬ 
oped  country  perspective,  a  Keynesian  prescription  is  easier  to  sympathize 
with.  But  most  developing  countries  exhibit  characteristics  of  labour  market 
segmentation  and  heterogeneity.  In  a  country  like  India,  less  than  8  percent 
of  the  labour  force  is  in  the  organized  sector,  defined  as  the  sector  that  is 
under  the  purview  of  labour  legislation.  Ninety-two  percent  of  the  labour 
force  is  outside  the  ambit  of  labour  laws.  Within  the  organized  sector, 
state  intervention  is  pervasive  in  industrial  relations  and  this  makes  labour 
markets  rigid.  Not  only  is  it  difficult  to  maintain  a  link  between  wages 
and  productivity,  it  becomes  impossible  to  retrench  labour,  or  have  closures 
of  loss-making  enterprises.  Consequently,  labour  is  not  hired  and  the 
organized  sector  has  a  very  high  capital  intensity— as  seen  in  India,  for 
example.  Growth  in  manufacturing  does  not  automatically  translate  into 
more  jobs.  With  such  a  perspective,  and  the  Indian  experience  probably 
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generalizes  to  several  other  developing  countries,  one  is  naturally  skeptical 
about  the  effects  of  growth  on  employment,  in  the  absence  of  more  flexible 
labour  markets. 

In  the  African  context,  Thandika  Mkandawire  recognizes  this  labour 
market  rigidity  argument,  but  broadens  the  canvas  to  explain  why  standard 
neoclassical  prescriptions  of  structural  adjustments  have  not  worked  in 
Africa.  Deflationary  policies  in  developed  countries  and  adjustment  pro¬ 
grammes  pursued  in  Africa  may  have  placed  the  continent  along  a  low 
equilibrium  trap  leading  to  more  stable  and  more  efficient,  but  simultane¬ 
ously  more  stagnant,  economies.  Not  enough  attention  has  been  paid  to 
the  external  environment  that  Africa  had  to  contend  with,  in  terms  of 
export  possibilities  and  access  to  capital.  Policies  failed  to  take  into  account 
structural  constraints  on  African  economies  and  overestimated  the  respon¬ 
siveness  of  private  actors.  There  was  a  failure  to  mobilize  public  resources 
for  investment  and  growth.  The  lack  of  public  investments  in  physical  and 
social  infrastructure  inhibited  private  capital,  rather  than  crowding  it  in. 

In  the  North,  the  golden  age  of  global  employment  was  largely  a  result 
of  deliberate  policies  for  growth  and  social  progress.  Bernard  Perret’s 
argument  is  that  what  has  fundamentally  changed  since  the  golden  age  is 
not  growth  per  se,  but  the  nature  of  growth.  At  the  time,  growth  rested 
on  four  components.  First,  consumption  of  standardized,  mass  produced 
manufactured  goods  like  automobiles  and  refrigerators;  second,  a  Taylorist 
mode  of  production  based  on  repetitive  gestures  and  a  separation  of  con¬ 
ception  and  execution;  third,  integration  of  workers  into  a  consumer  society 
with  ever-increasing  benefits;  and  fourth,  government  managed  demand 
to  maintain  growth.  The  paradigm  has  changed  in  each  of  these  four 
dimensions.  There  has  been  a  transition  from  industry-based  to  service- 
based  growth  and  towards  a  more  qualitative  kind  of  growth.  In  the  process, 
as  argued  by  Isabelle  Grunberg,  there  has  been  both  a  qualitative  and 
a  quantitative  unemployment  crisis.  However,  Bernard  Perret  remains 
skeptical  of  cooperation,  between  or  within  states,  as  a  solution. 

Gita  Sen’s  paper  highlights  three  basic  points.  First,  for  many  develop¬ 
ing  countries,  pressures  to  curb  fiscal  spending  and  promote  exports  are 
not  entirely  a  consequence  of  their  integration  into  global  financial  mar¬ 
kets.  More  important  reasons  are  a  reduced  flow  of  net  external  resources 
and  political  pressures  towards  structural  adjustment.  As  a  result,  the  need 
for  spending  on  physical  and  human  infrastructure  is  constrained.  Second, 
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labour  markets  in  developing  countries  are  segmented.  Jobless  growth  in 
the  organized  sector  co-exists  with  work  opportunities  in  the  informal  or 
unorganized  sector.  Third,  reform  attempts  have  had  adverse  effects  on 
the  environment,  contributing  to  a  loss  of  livelihood  for  local  communities. 

Susan  Strange  is  sympathetic  to  the  international  political  economy, 
as  opposed  to  neoclassical,  approach  used  by  Isabelle  Grunberg.  She  agrees 
with  the  Grunberg  thesis  that  the  causes  of  unemployment  are  structural 
rather  than  cyclical.  The  disagreement  is  about  the  prescriptions.  For 
example,  Susan  Strange  is  less  optimistic  about  worker  training  as  a  solu¬ 
tion.  She  also  predicts,  in  line  with  Azizur  Rahman  Khan,  that  liberalization 
will  lead  to  a  loss  of  jobs  and  lower  real  wages  in  the  North,  concomitant 
with  more  employment  and  higher  relative  real  wages  in  the  South.  The 
paper  ends  with  the  suggestion  that  the  conventional  definition  of  work 
may  have  to  be  altered  to  incorporate  elements  of  unremunerated  work, 
performed  not  for  income,  but  also  social  status  and  respect. 

Irina  Voloschuk’s  paper  is  the  only  one  that  has  a  transition  economy 
background — it  is  written  from  the  experience  of  Lithuania.  Broadly  agree¬ 
ing  with  the  themes  of  the  Grunberg  study,  Irina  Voloschuk  makes  some 
points  that  are  specific  to  transition  economies.  In  these  economies,  there 
has  been  a  sluggish  growth  in  employment,  not  because  of  jobless  growth, 
but  because  employment  is  under-reported.  There  has  also  been  a  qualita¬ 
tive  worsening  of  work  conditions  in  the  informal  sector.  Foreign  direct 
investments  (FDI)  have  weakened  the  collective  bargaining  position  of 
workers  and  since  there  is  no  exit  option  for  labour,  FDI  based  on  cheap 
labour  has  not  led  to  quality  employment  growth.  Reliance  on  FDI  does 
not  necessarily  reverse  job  losses  in  the  long  run,  as  foreign  producers 
tend  to  use  their  own  suppliers.  High  payroll  taxes  deter  employment,  and 
sluggish  export  growth  to  Western  Europe  is  also  a  problem.  Finally, 
institution  building  is  required  in  the  public-private  interface  and  in 
labour  markets. 

Ajit  Singh’s  special  contribution  focuses  on  three  issues:  (a)  the  differ¬ 
ence  in  the  nature  of  employment  in  industrial  and  developing  countries; 
(b)  the  question  of  jobless  growth;  and  (c)  the  impact  of  globalization  on 
demand.  In  contrast  to  the  North,  the  unemployment  problem  in  the 
South  is  one  of  under-employment  and  low  productivity.  An  exception  to 
this  principle  is  East  and  South  East  Asia,  which  until  recently  were  often 
faced  with  labour  shortages.  Ajit  Singh  argues  that  in  both  developed  and 
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developing  economies,  it  is  possible  to  increase  growth  rates  to  ensure 
employment. 

The  1996  Isabelle  Grunberg  discussion  paper  was  meant  to  be  a  starting 
point  for  a  systematic  dialogue  and  debate,  and  it  has  succeeded  in  this 
objective.  The  comments  included  in  this  volume  take  us  one  step  further. 
They  open  up  the  debate  to  a  broader  range  of  theoretical  viewpoints 
(from  the  micro-economic  approach  used  by  Mr.  Khan,  to  Bernard  Perret’s 
use  of  regulation  theory),  and  to  a  range  of  perspectives  borrowed  from 
the  experiences  of  developing  and  transition  economies —  while  underscor¬ 
ing  the  large  support  for  the  analysis  presented  in  Rival  States,  Rival  Fir-ms: 
How  Do  People  Fit  In?  In  her  synthesis,  Isabelle  Grunberg  provides  a 
rejoinder  to  the  commentaries  and  introduces  updated  and  additional  per¬ 
spectives  to  the  discussion. 


Bibek  Debroy 
Director 

Rajiv  Gandhi  Institute  for  Contemporary  Studies 

Rajiv  Gandhi  Foundation 
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Edward  J.  Amadeo 

Latin  American  countries 
suffer  with  the  same 
employment  problems  as 
rich  countries,  plus  those 
which  are  more  structural 

Edward  J.  Amadeo  is  Minister  of  Labour  in  Brazil. 


^  nemployment  has  become  the  most  important 
social  problem  at  the  end  of  this  century.  Latin  American  countries  suffer 
from  the  same  employment  problems  as  rich  countries,  plus  those  that  are 
more  structural.  In  Argentina,  unemployment  has  increased  considerably 
(from  around  5  percent  in  1992  to  14  percent  in  1998).  In  other  countries 
such  as  Brazil  and  Mexico,  the  increase  has  been  more  moderate. 

As  in  the  industrialized  countries,  employment  has  fallen  in  the  indus¬ 
trial  sector  in  Latin  America.  For  example,  industrial  employment  in  Sao 
Paulo  has  declined  27  percent  since  1998,  while  employment  in  the  com¬ 
mercial  and  services  sectors  has  increased,  by  42  percent  and  32  percent 
respectively.  Hence,  there  is  a  change  in  the  structure  of  employment. 

The  reduction  in  industrial  employment  results  from  the  increase  in 
imports  in  the  last  few  years  but,  much  more  importantly,  from  the  substan¬ 
tial  increase  in  labour  productivity.  This  is  also  true  of  agriculture.  The 
services  sector  has  attracted  workers  from  both  these  sectors. 

In  addition,  as  in  rich  countries,  technological  innovation  and  new 
managerial  practices  have  changed  the  relative  demand  for  skilled  and 
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unskilled  labour,  widening  relative  wage  differentials  between  the  two 
groups. 

However,  not  every  aspect  of  present  trends  is  negative.  The  opening 
of  the  economies  has  helped  to  consolidate  stabilisation  in  the  region. 
Stabilisation,  in  turn,  has  had  a  very  positive  impact  on  the  overall  level 
of  employment  and  on  the  level  of  wages  (Brazil  is  the  clearest  example 
of  this).  Access  to  credit  by  the  poor  should,  in  principle,  contribute  to 
increased  investment  and  reduce  poverty  and  inequality.  In  “Rival  States, 
Rival  Firms,”  Isabelle  Grunberg  examines  different  views  on  the  causes 
of  unemployment  today.  Global  competition,  technological  innovation, 
cost-  and  wage-cutting  strategies  by  firms,  conservative  government  spend¬ 
ing  and  monetary  polices,  all  seem  to  conspire  against  full  employment. 
She  argues  that  orthodox  national  policies  to  deal  with  unemployment 
have  had  little  impact,  when  the  quality  of  jobs  is  factored  in.  This  is 
because  most  such  policies  tend  to  deal  with  the  unemployment  problem 
based  on  the  notion  that  increasing  a  country’s  international  competitive¬ 
ness  is  the  central  goal.  And  these  policies  backfire  because  they  tend  to 
reduce  v/ages  or  job  security,  which  in  turn  reduces  the  demand  for  labour. 
Based  on  this  view,  she  then  goes  on  to  propose  co-ordinated  international 
policies,  such  as  establishing  minimal  labour  standards  or  concerted  reduc¬ 
tions  in  interest  rates. 

The  main  problem  with  this  policy  suggestion  is  that  “rival  states”  will 
have  a  hard  time  co-ordinating  their  policies.  Therefore,  we  are  left  to 
think  about  improvements  of  the  labour  market  as  a  practical  issue  of  co¬ 
ordination  widi  others.  The  question  is,  how  does  one  go  about  it? 

The  solutions  currently  being  discussed  in  most  Latin  American  coun¬ 
tries  are  similar  to  those  adopted  in  many  European  countries  in  recent 
years.  Firms  would  be  allowed  to  hire  workers  with  fixed  term  contracts 
and  with  smaller  payroll  taxes  in  order  to  increase  formal  employment. 
To  the  extent  that  the  cost  of  hiring  workers  under  these  new  terms  is 
smaller,  there  will  be  a  tendency  to  increase  the  share  of  workers  on 
temporary  contracts.  The  reduction  in  working  time  with  a  growing  share 
of  part-time  jobs  is  yet  another  opportunity  window  introduced  in  some 
countries  for  job  creation.  The  possibility  of  temporary  lay-offs  with  a 
commitment  to  recall  the  worker  can  also  be  seen  as  an  innovation  to 
preserve  jobs  downtown. 

There  is  also  a  proposal  for  more  “diffuse”  labour  flexibility.  Labour 
codes  are  very  detailed  and  all-encompassing  in  most  Latin  American 
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countries  and  there  is  little  scope  for  direct  negotiation  between  firms  and 
workers.  In  general,  workers  negotiate  wages  with  firms,  and  then  firms 
decide  on  the  level  of  employment.  One  solution  proposed  is  to  increase 
the  scope  of  clauses  to  be  directly  negotiated  between  workers  (unions) 
and  employers.  Labour  contracts  will  vary  according  to  the  specific  condi¬ 
tions  of  each  sector  or  firm.  The  merit  of  such  a  proposal  is  that  it  does 
not  segment  the  labour  market  force  per  se,  and  that  it  gives  unions  and 
workers  an  opportunity  to  negotiate  benefits,  the  level  of  employment  and 
conditions  of  employment  simultaneously. 
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Yilmaz  Akyuz 


In  the  North,  self-imposed 
deflationary  policies  and 
insufficient  capital 
formation  are  the  first 
suspects 


Yilmaz  Akyiiz  is  Director  of  the  Global  Economics  Programme  at  the 
United  Nations  Conference  on  Trade  and  Development  (UNCTAD). 


JL  ^L»ival  States,  Rival  Firms”  differs  from 
recent  investigations  of  unemployment  by  looking  at  the  problem  from 
the  point  of  view  of  its  effects  on  human  development  and  on  the  individual 
quality  of  life.  This  is  a  welcome  change,  and  perhaps  a  necessary  way  of 
convincing  governments  and  the  public  that  this  is  a  serious  problem.  It 
describes  very  well  the  Catch-22  dilemma  which  many  governments  and 
politicians  face  in  dealing  with  the  problem.  The  final  conclusion  is  that 
the  problem  is  structural,  rather  than  cyclical.  The  paper  rejects  labour 
market  rigidities,  such  as  institutions  and  regulations,  as  being  the  cause  of 
structural  difficulties,  instead  seeing  the  problem  as  one  of  global  demand. 
However,  this  inference  has  to  be  made  carefully,  since  demand  stimulus 
is  usually  associated  with  solving  problems  of  cyclical  fluctuations,  not 
structural  problems.  Thus,  to  avoid  confusion  with  the  more  traditional 


These  remarks  draw  on  comments  made  by  the  staff  of  the  Macroeconomic  and  Development 
Policies  Branch  of  UNCTAD,  including  Jan  Kregel  and  Richard  Kozul-Wright. 
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approach,  perhaps  a  bit  more  emphasis  should  be  placed  on  the  idea  that 
demand  deficiency  is  a  structural  problem,  which  cannot  be  solved  by 
traditional  means. 

This  also  links  into  the  policy  sections  where  recommendations  such 
as  work  sharing  are  made.  Again,  these  are  primarily  structural  remedies, 
which  have  very  little,  if  any,  impact  on  the  problems  of  structural 
demand  deficiency. 

In  the  1997  Trade  and  Development  Report,  we  studied  the  links  between 
liberalization,  distribution  and  growth  in  developing  countries,  and  found 
that  indeed,  the  world  economy  was  growing  too  slowly  overall  to  generate 
sufficient  employment  with  adequate  pay,  and  that  the  share  of  income 
accruing  to  labour  in  the  manufacturing  sector  had  declined  in  most 
countries. 

In  the  context  of  policy,  it  should  also  be  pointed  out  that  the  concept 
of  global  policy  co-ordination  has  been  questioned  on  a  number  of  fronts. 
On  the  one  hand,  there  are  those  who  argue  that  asymmetric  cycles  are 
good  for  stability.  And  on  the  other,  there  are  those  (such  as  Volcker 
and  Gyohten  1992)  who  argue  that  co-ordination  is  incompatible  with 
monetary  policy  independence  in  the  absence  of  fiscal  control.  These 
criticisms  should  be  considered.  The  first  is  somewhat  easier  to  counter 
than  the  second  is,  since  what  is  being  discussed  is  the  value  of  high 
unemployment  equilibrium  per  se.  The  second  is  a  problem  of  domestic 
co-ordination  of  fiscal  and  monetary  policy  relative  to  global  co-ordination. 
In  any  event,  co-ordination  looks  much  easier  than  it  turns  out  to  be 
in  practice. 

The  discussion  of  trade  and  technology  is  a  little  bit  abrupt  and  not 
always  clear,  particularly  with  respect  to  whether  trade  and  technology 
cause  significant  disruptions. 

The  discussions  on  “European  versus  US  Disease”  can  be  somewhat 
misleading.  The  suggestion  that  social  policies  in  Europe  gave  rise  to 
labour-saving  technologies  does  not  seem  to  be  consistent  with  the  analysis 
of  disguised  unemployment  or  the  evidence  on  movement  of  wages  and 
profits  in  manufacturing.  With  respect  to  jobless  growth  in  the  US,  note 
the  recent  drop  in  the  US  unemployment  rate,  which  surprised  many 
inflation-paranoiacs. 

On  page  31,  the  argument  comes  perilously  close  to  a  lack  of  global 
savings  position  and  suggests  that  long-term  rates  might  be  determined 
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by  a  balance  between  loanable  funds  and  demand  for  investment  financing 
(hence  the  deleterious  effects  of  budget  deficits  on  interest  rates).  This 
would  imply  bringing  back  the  arguments,  which  are  the  basis  of  the 
Catch-22  problem  that  suggests  there  is  no  other  solution  than  to  the  get 
public  sector  out  of  the  economy  by  reducing  debt  and  deficits.  Here,  I 
concur  with  economists  in  the  Reagan  administration,  who  pointed  out 
that  there  is  no  general  relationship  between  government  debt  or  budget 
deficits,  and  long-term  interest  rates.  The  more  financial  institutions  have 
leveraged  holdings  of  long  assets,  the  more  the  short  rate  (over  which  we 
have  control)  will  determine  the  long-term  rate.  This  was  particularly  the 
case  in  the  bond  market  crashes  of  1987  and  1994. 

Most  of  the  policy  prescriptions  are  very  close  to  positions  we  adopt 
in  UNCTAD’s  Trade  and  Development  Report  1995.  However,  the  section 
reads  a  little  bit  like  a  shopping  list.  Introducing  the  policy  challenge  as 
closing  the  gap  between  production  and  consumption  is  too  vague.  Our 
own  attempt  to  introduce  some  order  into  the  proposals  was  to  suggest 
that  deflationary  policies  become  self-enforcing  around  a  low-growth  path 
in  which  capital  formation  is  the  key  variable;  but  to  note  that  there  were 
distinct  regional  differences  in  this  process — between  the  United  States 
and  Japan  for  example.  Indeed,  the  discussion  of  Japan’s  unemployment 
problem  is  too  narrow  in  this  report.  The  problems  are  not  reducible  to 
monetary  factors  and  a  strong  yen,  but  to  under-consumption,  which  needs 
to  be  tackled  directly.  The  potential  under  these  conditions  for  a  steadily 
rising  rate  of  unemployment  in  Japan  was  noted  in  the  1994  Trade  Develop¬ 
ment  Report,  well  before  other  observers  began  to  comment  on  the 
possibility. 

REFERENCES 

UNCTAD.  Various  years.  Trade  and  Development  Repon.  Geneva:  UNCTAD. 
Volcker,  Paul  and  Toyoo  Gyohten.  1992.  Changing  Fortunes:  The  World's  Money 
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Robert  Eisner 

Investment  in  human 
capital,  with  sufficient 
aggregate  demand,  is  the 
path  to  higher 
employment 

Robert  Eisner  was  Professor  of  Economics  at  Northwestern  University. 


P 

A  olicy  makers  in  most  nations  do  not  consider  attain¬ 
ment  of  lesser  unemployment,  let  alone  full  employment,  a  top  priority. 
Many,  indeed,  do  not  want  full  employment.  They  give  every  evidence  of 
subscribing  to  the  old  Marxian  idea  that  a  market  economy  must  maintain 
a  “reserve  army”  of  unemployed.  Without  unemployed  competing  for 
existing  jobs,  Marx  argued,  capitalists  would  not  be  able  to  prevent  wages 
from  rising  and  reducing  and  ultimately  eliminating  their  profits.  And  of 
course,  without  profits,  a  capitalist  economy  could  not  function. 

This  doctrine  has  been  enshrined  in  modern  dogma  as  the  non-acceler- 
ating-inflation  rate  of  employment  or  “NAIRU,”  often  called  the  “natural 
rate  of  unemployment.”  As  Milton  Friedman  put  it  originally  in  1967,  it 
corresponds  to  the  rate  of  employment  at  which  labour  demand  equals 
labour  supply  and  there  is  hence  no  tendency  for  real  wages  to  change. 
Friedman  glossed  over  the  question  of  whether  such  a  rate  existed  or,  if 
it  did,  whether  it  was  unique.  Fie  also  left  quite  open  the  connection  of 
changes  in  real  wages  to  changes  in  nominal  wages  and  price  inflation. 
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Nevertheless,  many  economists  and  policy-makers  concluded  that 
unemployment  had  to  be  kept  from  falling  below  this  NAIRU,  whatever 
it  was.  Otherwise  there  would  be,  according  to  the  theory,  not  merely 
higher  inflation,  but  inflation  increasing,  and  increasing  indefinitely — to 
2,  4,  8,  15,  25,  100  percent  and  more — as  long  as  unemployment  stayed 
“too  low.”  Once  the  accelerating  inflation  genie  was  out  of  the  bottle, 
merely  getting  unemployment  back  up  to  its  “natural  rate”  would  leave 
inflation  at  whatever  high  level  it  had  reached.  To  reduce  inflation  would 
then  require  painful  unemployment  above  the  NAIRU.  Hence  the  only 
choice  available  to  policy  makers  who  would  not  accept  hyperinflation  was 
between  unemployment  now  and  unemployment  later — the  latter  after  a 
costly  surge  of  inflation. 

This  dogma  has  sway  despite  the  huge  increases  in  unemployment  in 
much  of  Europe — over  20  percent  in  Spain  and  double-digits  in  other 
major  economies.  It  was  contradicted  by  the  failure  of  prices  to  plummet 
in  the  face  of  high  unemployment  in  these  nations  or  of  inflation  to  rise 
in  Japan  and  more  recently  the  United  States,  where  unemployment  has 
been  much  lower.  In  response  to  that,  economists  explained  that  the  “natu¬ 
ral  rate”  had  changed  in  many  nations.  This  leads  me  to  the  observation 
that  God  must  dien  be  treating  His  children  very  differently  in  different 
locales  and  at  different  times.  My  explanation,  increasingly  offered  by 
others  as  well,  is  that  the  NAIRU  is  a  very  faulty  concept  and  an  inappropri¬ 
ate  guide  to  policy.  My  own  empirical  work  has  suggested  that,  to  the  extent 
it  has  been  relevant  at  all  in  the  United  States,  very  high  unemployment  has 
reduced  inflation,  but  low  unemployment  has  not  increased  it. 

Magnifying  the  adverse  effects  of  the  NAIRU  have  been  fixations,  in 
the  United  States  and  elsewhere,  on  reducing  public  sector  “budget  defi¬ 
cits”  and  of  maintaining  the  value  of  the  national  currency.  Both  these 
fixations,  reinforced  in  Europe  by  the  constraints  imposed  for  entrance 
into  a  common  currency  regime,  have  contributed  to  policies  of  holding 
down  aggregate  demand,  purchasing  power  and  consumption.  As  Grunb- 
erg  points  out  correctly,  these  have  been  major  factors  in  the  increase  of 
unemployment  and  in  the  inability  of  many  countries  to  reduce  it. 

“Deficit”  reduction  programmes  have  generally  ignored  the  flaws  of 
public  accounting  that  make  our  measured  deficits  almost  meaningless 
indications  of  public  policy.  In  the  United  States,  for  example,  there  is  no 
separate  capital  budget  so  that  deficits  are  increased  by  the  acquisition  of 
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capital  assets  and  decreased  by  their  sale.  There  is  rarely  attention  to 
cyclically  adjusted  or  standardised  employment  deficits,  so  that  policy 
makers  are  presented  with  the  anomaly  that  to  meet  given  criteria  of 
“balance”  (in  the  United  States),  or  deficits  equal  to  3  percent  of  GDP 
(in  Europe  in  accordance  with  the  Maastricht  agreement),  they  must 
tighten  fiscal  policy  in  recessions,  thus  further  increasing  already  high 
unemployment.  And  there  is  no  recognition  of  what  may  be  called  the 
“inflation  tax,”  which  lowers  the  real  value  of  outstanding  debt,  and  hence 
reduces  the  real  deficit  (equal  to  the  increase  in  the  real  value  of  debt).  In 
Italy,  for  example,  which  has  a  large  public  debt,  the  correctly  measured 
real,  or  inflation-adjusted  deficit  was  already  down  to  the  level  required 
for  the  common  currency  in  1996,  but  the  Italian  government  has  been 
pressing  further  austerity  measures,  which  can  only  raise  unemployment. 

Similarly,  measures  to  preserve  or  even  raise  the  value  of  one’s  cur¬ 
rency — in  France,  for  example,  the  obsession  with  the  “franc  fort” — force 
higher  interest  rates,  which  depress  investment  and  economic  activity 
generally.  Again,  projected  adherence  to  the  current  Maastricht  agreements 
threatens  to  aggravate  these  effects  for  many  nations,  all  the  more  so  if 
Germany  follows  its  historic  policy  of  keeping  the  Deutschmark  “strong” 
and  inflation  very  low. 

Recent  marks  of  economic  recovery  in  Western  Europe,  however,  have 
lowered  measured  deficits  and  inflation  has  been  low;  both  factors  should 
permit  greater  freedom  for  stimulative  fiscal  policy.  The  election  of  Social¬ 
ist  and  Social  Democratic  governments  in  France  and  Germany,  on  plat¬ 
forms  emphasizing  the  reduction  of  unemployment,  suggest  that  this  free¬ 
dom  may  be  utilized. 

The  study  by  Grunberg  is  thus  on  sound  ground  in  emphasising  the 
failure  of  macroeconomic  policy  to  address  properly  the  problem  of  unem¬ 
ployment,  but  rather  the  tendency  to  exacerbate  it.  This  is  fundamental. 
Some  of  her  other  explanations  for  high  and  increasing  unemployment — 
and  corresponding  remedial  policies — strike  me,  however,  as  less  so,  or 
dubious. 

First,  technological  advance  in  itself  is  not  responsible  for  long-term 
unemployment.  Change  does  put  some  people  out  of  work.  With  adequate 
aggregate  demand  and  appropriate  public  support  of  education  and  train¬ 
ing,  along  with  encouragement  of  firms  to  allow  attrition  rather  than 
layoffs  to  be  the  main  tool  of  “down-sizing,”  transitory  unemployment 
may  be  minimised  and  kept  short-term. 
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Second,  I  have  similar  reservations  regarding  the  role  of  international 
trade  and  international  investment  as  a  significant  factor  in  creating  unem¬ 
ployment.  I  would  think  that  on  balance  their  effects  would  be  positive. 
Along  with  the  current  technological  revolution,  greater  international 
movement  of  capital  and  labour  may  tend  to  lower  the  demand  for  low- 
skilled  labour  in  developed  countries.  The  other  side  of  the  trade  coin, 
though,  should  be  greater  demand  for  unskilled  labour  in  less  developed 
economics.  Employment  and  earnings  in  the  latter  should  increase.  In 
the  advanced  economies,  provision  of  adequate  aggregate  demand  and 
education  and  training  of  the  unskilled  should  permit  a  net  positive  effect 
as  well.  The  unskilled,  on  getting  more  education  and  training  to  enter 
the  ranks  of  the  “skilled,”  will  find  their  job  opportunities  and  earnings 
higher.  The  unskilled  left  behind  will  also  find  their  earnings  higher,  as 
the  reduced  remaining  supply  will  create  relative  shortages  of  unskilled 
labour,  which  will  raise  their  wage  rates.  So  the  macroeconomic  and  policy 
environment  will  be  decisive  in  deciding  the  net  effects  of  trade  and  tech¬ 
nology — a  point  that  the  study  does  make. 

Third,  I  do  not  believe  that  work  sharing  is  an  appropriate  remedy  for 
unemployment.  At  best,  it  shares  die  unemployment;  it  does  not  reduce 
it.  Individuals  should  be  free  to  work  as  long  as  they  wish.  Government 
should  neither  force  them  to  work  less,  nor  prevent  them  from  working 
more.  This  suggests  the  need  to  reduce  and  eliminate  taxes  on  labour. 
Particular  mention  should  be  made  of  per  capita  contributions  to  medical 
and  other  social  insurance.  These  induce  reduction  in  the  number  of 
employees  and  longer  hours  of  work  than  would  be  chosen  freely.  Con¬ 
versely,  limitation  of  contributions  to  full-time  employees  distorts  employ¬ 
ment  in  the  direction  of  shorter  hours. 

With  higher  incomes,  since  leisure  is  what  economists  call  a  “superior 
good,”  workers  also  tend  to  retire  earlier.  But  again,  early  retirement 
should  not  be  forced.  Where  workers  wish  to  work  longer,  and  employers 
find  them  competent,  they  should  not  be  discouraged  by  regulation  or,  as 
in  the  United  States,  loss  of  social  security  benefits  between  the  ages  of 
65  and  70. 

In  general  and  in  the  long  run,  investment  in  human  capital — with 
sufficient  aggregate  demand — is  the  path  to  higher  employment,  higher 
incomes  and  a  more  equal  equitable  distribution  of  the  product  of  each 
nation  and  of  the  world. 
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f  n  my  view,  the  paper  under  discussion  represents  a 
serious  effort  to  capture  the  main  issues  of  the  present  debate  on  unemploy¬ 
ment  as  a  global  problem.  In  the  first  part,  the  document  focuses  on  the 
challenges  posed  by  the  rise  of  joblessness  and  the  trade-off  between 
employment  and  equity,  which  are  relevant  to  the  discussion  of  unemploy¬ 
ment  today.  This  is  followed  by  an  analysis  of  the  causes  of  the  phenome¬ 
non,  leading  to  the  conclusion  that  global  unemployment,  on  the  one 
hand,  should  be  considered  as  a  structural  rather  than  cyclical  problem 
and,  on  the  other  hand,  is  mainly  due  to  a  constrained  demand  for  labour. 
Lastly,  taking  into  account  the  global  character  of  unemployment  and  the 
role  of  employment  as  a  key  element  for  the  stability  of  society,  policy 
options  both  at  the  national  and  international  levels  are  presented. 

We  agree  with  the  author  that  theoretically,  neither  international  trade 
nor  technology,  are  a  threat  to  employment  creation  and  that  historically 
this  has  not  been  the  case.  In  the  text,  it  is  also  argued  that  several  changes 
in  the  present  world  economy,  such  as  increased  competition  between 
states  and  between  firms  and  increased  public  indebtedness,  are  responsible 
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for  the  rise  in  joblessness  and/or  poverty  and  inequality.  Related  to  this, 
it  is  argued  that  the  scope  for  policies  at  the  national  level  has  been  reduced. 

In  the  case  of  Latin  America,  adjustment  programmes  as  well  as  struc¬ 
tural  reforms  have  changed  the  functioning  of  these  economies.  Most 
notably,  these  changes  have  affected  the  basic  principles  that  have  guided 
labour  market  policies:  the  attainment  of  full  employment  and  systemic 
solidarity.  The  paper  accurately  describes  how  full  employment  has  lost 
its  status  as  a  priority  objective  among  many  governments.  However,  less 
attention  has  been  paid  to  the  decline  of  the  solidarity  principle  within 
the  new  economic  order.  This  principle  has  been  altered  by  competition, 
not  only  at  the  international  level,  but  also  within  countries:  labour  relations 
must  now  adapt  to  an  environment  demanding  higher  productivity  and  in 
the  informal  sector,  workers  have  to  be  more  competitive  in  order  to 
survive.  At  the  same  time,  reforms  have  meant  that  the  responsibility  for 
investment  has  been  transferred  from  the  public  sector  to  the  private 
enterprise.  But  to  invest,  private  firms  need  adequate  profit  rates.  The 
need  for  high  profit  rates  constrains  the  scope  for  action  of  the  government 
in  the  field  of  redistributive  policies. 

While  recognising  the  above-mentioned  changes,  employment  policies 
should  aim  at  regaining  full  employment  and  renewing  solidarity  schemes. 
In  this  new  context,  both  principles  will  have  to  be  revised.  Efforts  to 
boost  employment  in  the  informal  sector  should  ensure  that  sufficient 
income  is  generated  to  cope  with  basic  needs.  This  is  also  true  of  the  new 
solidarity  schemes,  which  could  include  the  following  features:  minimum 
income  guarantees;  resources  to  balance  the  bargaining  powers  of  different 
groups;  and  reduction  of  income  differentials  among  different  social 
groups.  These  suggestions  could  usefully  be  taken  into  consideration  in 
reviewing  policy  options. 
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T 

A  he  following  are  some  brief  comments  on  selected 
issues  raised  by  “Rival  States,  Rival  Firms:  How  do  People  Fit  In?” 

The  paper  needs  to  be  very  careful  about  the  argument  of  jobless 
growth.  Growth  was  highly  labour-absorbing  in  East  Asia,  USA,  Japan 
and  even  Sub-Saharan  rVfrica.  In  Latin  America  and  Europe,  it  was  not  so 
because  of  the  “employment  hostility”  of  social  institutions  and  public 
policies,  some  of  which  the  paper  itself  discusses.  As  argued  in  a  paper 
included  in  the  book  that  I  co-edited  with  M.  Muqtada  of  the  International 
Labour  Office  (1997),  technology  has  by  and  large  not  been  responsible 
for  the  joblessness  of  growth.  The  problem  has  almost  always  been  the 
inadequacy  of  growth  itself  (sometimes  exacerbated  by  inappropriate  insti¬ 
tutions  and  policies,  making  growth  employment  hostile). 

On  the  issue  of  the  role  of  trade  on  employment,  the  paper  is  at  best 
ambivalent;  at  worst,  inconsistent.  A  clear  position  needs  to  be  taken  on 
the  question  of  the  access  of  the  exports  from  the  Less  Developed  Countries 
(LDCs)  to  the  markets  of  industrial  countries.  The  fact  that  LDCs  have 
a  comparative  advantage  in  goods  intensive  in  the  use  of  unskilled  labour 
means  that  employment  and  the  real  wages  of  unskilled  workers  in  indus¬ 
trial  countries  will  fall.  An  orderly  and  adequate  structural  adjustment  in 
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industrial  countries  in  the  direction  of  more  skill-intensive  sectors,  backed 
by  an  improvement  in  access  of  workers  to  higher  skills  will  result  in  an 
efficient  expansion  of  employment  everywhere.  LDCs  make  such  structural 
adjustments  all  the  time.  Why  shouldn’t  industrial  countries  do  the  same? 

A  related  issue  is  the  support  the  paper  gives  to  the  implementation 
of  universal  labour  standards.  As  Jagdish  Bhagwati  argues,  this  can  lead  to 
a  resurgence  of  protectionism  against  LDCs.  Apart  from  freedom  to  organ¬ 
ise  and  democratic  rights,  there  are  few  labour  standards  that  an  LDC  can 
guarantee  to  all  the  members  of  its  labour  force,  including  workers  in  the 
vast  agricultural  and  rural  sectors.  If  industrial  countries  demand  that 
workers  producing  their  imports  in  developing  countries  receive  a  certain 
minimum  degree  of  social  protection,  the  result  will  be  an  exacerbation 
of  the  duality  of  the  labour  market  in  those  countries,  with  a  consequent 
reduction  in  employment.  Any  labour  standard  that  can  be  guaranteed  to 
all  members  of  the  labour  force  in  LDCs  should  be  implemented.  But  the 
implementation  of  higher  standards  in  the  typically  small  organised  modern 
sector  will  only  accentuate  the  duality  of  the  labour  market  and  the  inequal¬ 
ity  of  income  distribution. 

One  way  to  dramatise  the  effect  of  imposing  universal  labour  standards 
is  to  consider  a  hypothetical  LDC  which  is  highly  egalitarian — let  us  say, 
all  agriculture  is  based  on  individual  peasant  farming  and  all  manufacturing 
is  based  on  workers’  co-operatives.  The  country  is  desperately  poor,  able 
to  provide  only  basic  living  income  to  the  vast  majority.  Imposition  of 
labour  standards  on  such  a  country  would  either  result  in  the  pricing  out 
of  its  exports,  or  the  creation  of  a  workers’  aristocracy. 

Suppose  that  the  vast  majority  of  workers  in  contemporary  LDCs — 
now  disenfranchised — were  represented  in  “universal  labour  unions”  as 
proposed  by  this  paper.  Would  they  be  so  enthusiastic  about  labour  stan¬ 
dards  being  enforced  in  the  relatively  small  formal  sectors  in  exclusion  of 
the  vast  traditional  and  agricultural  sectors  where  they  cannot  be  enforced? 

On  the  other  hand,  I  find  myself  in  strong  sympathy  with  the  view  of 
the  paper  that  the  policy  of  restricting  aggregate  demand  in  industrial 
countries  has  been  a  major  reason  for  the  worldwide  problem  of  unemploy¬ 
ment.  It  is  however  not  right  to  argue  that  “the  retrenchment  to  a  micro¬ 
analysis  of  labour  markets”  merely  reflects  the  division  of  the  economics 
profession  on  how  to  diagnose  unemployment  (p.  20).  As  the  European 
experience  so  clearly  demonstrates  (Layard,  Nickell  and  Jackman  1991), 
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and  its  sequel),  labour  markets  matter  a  great  deal.  The  paper  might  have 
referred  to  the  estimates  made  by  OECD  economists  that  labour  market 
reforms  in  Europe  in  recent  years  have  reduced  the  level  of  NAIRU  very 
substantially,  thereby  making  it  easier  to  expand  demand  without  risking 
inflation.  Incidentally,  how  does  the  author  explain  that  democratically 
elected  governments  have  increasingly  opted  for  a  higher  rate  of  unemploy¬ 
ment  to  reduce  the  (real  or  supposed)  risk  of  inflation?  This  is  an  area  in 
which  a  lot  of  work  is  needed  to  explain  why  contemporary  democratic 
societies  in  advanced  industrial  countries  have  been  so  tolerant  of  unem¬ 
ployment.  To  argue  that  the  gap  between  the  people  and  the  policy-makers 
has  increased  is  not  enough,  because  the  policy  makers  are  democratically 
elected  by  the  people. 
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I 

m  sabelle  Granberg’s  paper  on  the  global  employment 
challenge  is  an  important  contribution  to  the  analysis  of  the  growing 
vulnerability  of  large  sections  of  the  population.  Her  message  is  clear. 
Unemployment  is  structural  and  not  cyclical  and  reflects  in  the  main,  the 
way  in  which  key  decision-making  at  the  level  of  states  and  firms  continues 
to  restrict  demand  for  labour  and  hinders  the  ability  of  economies  to  create 
sustainable  jobs.  Policies  to  counter  such  trends  are  to  be  emphasized.  Her 
paper  takes  off  from  an.  essentially  Keynesian  perspective  that  stimulation 
of  aggregate  demand  and  suitable  state  intervention  will  have  to  play  an 
important  role  in  creating  demand.  Particularly  commendable  is  her  politi¬ 
cal  economy  framework  of  analysis  (adopted  from  Susan  Strange)  beyond 
the  nation  state  and  labour  market  theories  and  the  attempt  to  integrate 
“the  behavior  and  mutual  interaction  of  both  market  and  non  market 
actors,  of  states  as  well  as  of  firms.”  Yet,  while  relevant  observations  with 
regard  to  developing  countries  are  made,  the  main  empirical  basis  of 
her  paper  is  the  experience  of  Europe  and  the  United  States.  My  own 
contribution  would  consist  in  taking  her  analysis  of  developing  countries 
somewhat  further.  It  highlights  the  fundamental  differences  between  the 
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labour  markets  of  industrialized  and  developing  countries,  reflects  on  some 
the  changes  that  have  been  brought  about  under  recent  market  oriented 
reforms,  points  out  the  increasing  vulnerability  of  certain  segments  of 
the  labour  force  in  these  circumstances  and  underscores  the  need  for 
a  framework  of  analysis  which  is  grounded  on  the  specific  realities  of 
these  countries. 

DIFFERENT  LABOUR  MARKETS 

While  there  are  regional  variations,  developing  countries  are  typically 
characterized  by  (a)  the  high  proportion  of  workers  in  the  rural  labour 
markets,  (b)  a  relatively  narrow  formal  and  waged  labour  market,  and  (c)  a 
majority  of  the  workforce  in  the  low  productivity,  informal  sector.  While 
these  are  in  some  contrast  to  labour  markets  in  the  more  industrialized 
countries,  perhaps  the  most  important  difference  lies  in  the  absence  of 
adequate  social  safety  nets  for  the  majority  of  the  population.  These  differ¬ 
ences  underscore  the  limitations  of  implementing  a  policy  based  on  the 
effective  functioning  of  a  free  market.  In  addition,  it  must  be  noted  that 
labour  market  segmentation  (along  age,  sex,  ethnicity  and  skill)  exists  in 
both  industrialized  and  developing  countries  (questioning  die  existence  of 
a  free  market  anywhere).  In  combination,  these  characteristics  reflect  the 
cumulative  vulnerability  of  large  numbers  of  workers  in  developing  coun¬ 
tries,  particularly  women,  who  are  disproportionately  represented  in  the 
lower  hierarchies  of  the  labour  market. 

The  last  decade  saw  a  fairly  universal  shift  in  development  strategies 
towards  market  oriented  economic  reforms  and  trade  liberalization.  The 
intellectual  framework  which  underlines  these  reforms  is  the  belief  in  the 
efficiency  of  the  free  market  and  assumes  that  problems  in  the  labour 
market,  such  as  unemployment,  declines  in  real  wages  and  falls  in  standards 
of  living,  are  essentially  transitional.  To  adjust,  governments  need  to  reduce 
budget  deficits  and  switch  domestic  demand  (expenditure)  from  tradeables 
to  non-tradeables  (import-substitution)  and  simultaneously  switch  produc¬ 
tion  from  non-tradeables  to  tradeables.  Devaluation  of  the  exchange  rate 
is  an  important  policy  instrument  in  this  process,  making  imports  more 
expensive  (thus  shifting  demand)  and  encouraging  exports  (admittedly 
with  a  lag).  Labour  would  move  in  accordance  with  these  trends.  This 
restructuring  of  employment  in  the  interest  of  promoting  productivity, 
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efficiency  and  growth,  needs  to  be  supported  through  policies  promoting 
labour  market  adaptability  and  wage  flexibility. 

The  interplay  between  the  characteristics  of  labour  markets  in  develop¬ 
ing  countries  and  market-oriented  reform  has  not  been  unproblematic,  as 
is  illustrated  below. 


WHY  STRUCTURAL  ADJUSTMENT  HAS  FAILED  THE  POOR 

As  previously  noted,  most  of  the  developing  countries  continue  to  have 
the  major  proportion  of  their  employment  in  the  rural  sector,  although 
there  has  been  a  decline  in  this  proportion  over  the  last  two  decades.  This 
is  in  some  contrast  to  the  industrialized  countries,  where  the  agricultural 
sector  by  the  mid-1990s  accounted  for  a  mere  7  percent  of  the  employment. 
In  some  cases,  such  as  the  Republic  of  Korea  and  Malaysia,  there  was  a 
rapid  transformation  in  terms  of  the  sectoral  distribution  of  the  workforce 
with  a  decline  in  the  agricultural  workforce  from  55  percent  to  16  percent 
and  58  percent  to  31  percent  respectively  between  1965  and  1991.  How¬ 
ever,  agriculture  still  accounted  for  some  50  percent  of  the  employment 
in  east  and  Southeast  Asia  in  1989-91.  Over  70  percent  of  the  labour  force 
in  Africa  in  1993  worked  in  the  agricultural  sector  (the  equivalent  figure  in 
1970  being  85  percent).  (ILO  1994a,  p.  1 2 ,  and  ILO  1994c).  The  declining 
growths  in  agriculture  without  the  proportional  increase  in  industrial 
investment  resulted  in  worsening  problems  of  rural  underemployment  and 
unemployment.  In  India,  for  example,  underemployment  (being  available 
for  additional  work)  in  the  late  1980s  was  in  the  order  of  22  percent  for 
male  workers  in  the  rural  areas  (ILO  1994a,  pp.  20-2 1).  Underemployment 
and  casual  labour  creates  a  downward  pressure  on  real  wages,  resulting  in 
relatively  low  incomes  for  rural  workers,  a  pattern  that  exists  in  most 
developing  countries  where  agriculture  continues  to  be  the  largest 
employer. 

The  rural  sector  in  developing  countries  was  meant  to  benefit  by  market 
reform  and  trade  liberalization  as  devaluation,  reduction  of  trade  barriers 
and  the  removal  of  the  role  of  the  state  in  the  marketing  of  farm  products 
would  shift  the  terms  of  trade  in  favor  of  farmers  and  small  cultivators. 
However,  the  nature  of  the  labour  markets  as  well  as  the  policies  and  their 
implementation  have  at  times  given  rise  to  quite  the  opposite  results. 
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First,  the  dependence  on  a  few  primary  commodities  for  export  make 
many  countries  (particularly  in  Africa)  highly  vulnerable  to  falling  prices 
for  agricultural  commodities  in  the  world  market.  ILO  statistics  for  26 
Sub-Saharan  African  countries  indicate  that  81  percent  experienced  falling 
exports  per  economically  active  person  in  agriculture  (ILO  1995,  p.  94). 

Second,  government  policies  have  also  direcdy  contributed  to  increases 
in  inequality  by  concentrating  the  benefits  of  pricing  and  credit  policies 
on  a  few  relatively  larger  farms.  In  Malawi,  the  larger  farms  got  a  better 
price  for  their  products  at  the  auctions,  while  the  Agricultural  Development 
and  Marketing  Corporation  catered  to  the  rest.  Technology  and  credit 
packages  (government-sponsored)  were  also  more  suitable  for  the  larger 
farms.  In  Ghana,  the  gains  from  increased  producer  prices  for  cocoa  were 
heavily  concentrated,  with  32  percent  of  cocoa  farmers  receiving  94  percent 
of  the  gross  cocoa  income  in  1987  (United  Nations  Department  of  Eco¬ 
nomic  and  Social  Affairs  1993,  p.  89). 

Third,  there  were  problems  of  increasing  household  food  insecurity, 
which  are  linked  to  market  reform  and  trade  liberalization.  The  push 
towards  tradeables,  and  in  particular,  export-oriented  cash  and  food  crops, 
has  the  serious  danger  of  limiting  the  availability  of  food  for  domestic 
consumption.  Additionally,  there  has  been  an  increase  in  essential  food 
prices  domestically,  either  through  the  removal  of  subsidies  and  imported 
inflation,  or  because  of  controls  exerted  by  critical  suppliers  and  falling 
real  wages.  All  these  have  combined  to  create  serious  shortages  of  food 
for  the  poor  in  both  the  rural  and  urban  areas.  Studies  have  indicated  that 
farm  households  with  small  plots  of  land  (estimated  to  be  between  33 
percent  and  45  percent  of  the  African  farmers)  were  unable  to  satisfy  their 
basic  food  needs  (ILO  1994b,  p.  24).  An  ILO  study  showed  that  77  percent 
of  the  26  Sub-Saharan  African  countries  experienced  falling  food  produc¬ 
tion  per  capita  agriculture  (ILO  1995,  p.  94).  Partly,  this  was  due  to  the 
decline  suffered  in  many  non-farming  activities,  which  contributed  to 
household  incomes  (for  example,  earnings  from  wage  labour,  informal 
sector  activity,  remittances  from  the  urban  sector,  etc).  In  fact,  in  some 
cases,  as  in  Malawi,  small  holder  production,  especially  in  maize  has  stag¬ 
nated  so  that  the  pressure  for  land  results  in  food  production  rather  than 
diversification  into  export  crops. 

Studies  done  in  Zambia  indicate  that  there  was  a  decline  in  the  real 
national  weighted  average  annual  basic  pay  of  workers  by  58  percent 
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between  1983  and  1991,  resulting  in  a  situation  where  the  majority  of 
workers  could  not  meet  their  basic  needs.  The  studies  indicate  a  strong 
correlation  (at  least  in  the  short-term)  between  household  food  insecurity 
and  the  government’s  combined  policy  of  subsidy  elimination,  price  and 
wage  liberalization  and  the  negative  consequences  of  these  measures  in 
terms  of  health  and  other  basic  needs  (particularly  on  children). 

Fourth,  one  needs  to  assess  the  impact  of  the  privatization  of  certain 
public  sector  enterprises.  This  was  an  essential  component  of  the  market- 
oriented  reforms  as  part  of  the  efforts  to  increase  efficiency  (deliver  better 
goods  at  lower  costs)  and  lower  the  budget  deficit.  The  public  sector  has 
traditionally  been  the  backbone  of  capital  formation,  and  the  terms  of 
employment  there  were  relatively  secure,  with  good  social  benefits.  The 
breakdown  of  this  system  has  resulted  in  a  loss  of  jobs  and  job  security. 
Labour  shedding  from  this  sector  has  contributed  to  increased  unemploy¬ 
ment,  informal  sector  activity  and  a  general  fall  in  standards  of  living  for 
those  who  have  not  been  able  to  get  redeployed. 

Fifth,  and  most  significant,  is  the  lack  of  adequate  social  safety  nets  in 
LDCs,  which  has  meant  that  people  who  were  unemployed  or  whose 
incomes  fell  had  to  somehow  find  the  means  to  survive.  Unlike  in  the 
more  industrialized  countries,  people  undertook  and  continue  to  undertake 
any  kind  of  available  work,  even  if  it  is  low-wage,  physically  punishing,  or 
entails  poor  working  conditions.  Thus,  underemployment  is  a  more  com¬ 
mon  phenomenon  than  unemployment  per  se,  as  most  people  cannot 
afford  to  be  unemployed.  More  and  more  workers  are  engaging  in  short¬ 
term,  casual  and  part-time  work.  Increasing  numbers  are  also  undertaking 
multiple  jobs  in  order  to  survive.  The  risks  are  downloaded  on  the  most 
vulnerable. 

Particularly  vulnerable  categories  are  poor  women  who  are  entering 
the  labour  market  directly  as  a  result  of  falling  incomes.  They  are  typically 
absorbed  in  the  low  productivity,  low-waged  informal  sector.  In  the  rural 
areas,  women  are  stretched  to  their  physical  limits.  African  women  usually 
work  full  time  on  farms.  Most  of  them  also  have  a  series  of  other  seasonal/ 
part-time  occupations,  plus  they  do  domestic  labour.  However,  with 
declines  in  export  crop  production  (usually  a  male  responsibility)  and  male 
migration  to  cities,  women,  particularly  in  Africa,  are  now  taking  over  the 
responsibility  of  export  crops  as  well. 

The  lack  of  opportunities  and  the  growing  poverty  in  the  rural  sector 
triggered  a  steady  migration  of  workers  to  the  urban  centers  in  search  of 
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work.  Most  of  this  workforce  was  absorbed  in  the  so-called  low-paid 
informal  sector  in  the  urban  areas.  Recent  United  Nations  estimates  indi¬ 
cate  that  about  65  percent  of  jobs  in  Dhaka,  63  percent  in  Delhi  and  up 
to  70  percent  of  jobs  in  Madras  and  Calcutta  are  in  the  informal  sector 
(Selvaratnam  1994,  p.  73).  In  fact,  what  is  visible  is  the  degree  of  open 
unemployment  in  towns,  reflecting  the  inability  of  the  urban  informal 
sector  to  absorb  the  surplus  workforce.  In  Africa  also,  rural  to  urban 
migration  contributes  to  the  increase  in  low-productivity,  low-paid  jobs 
in  the  urban  informal  sector.  Estimates  for  Africa  indicate  that  the  informal 
sector  provides  employment  to  some  60  percent  of  the  urban  labour  force. 
In  India  and  Pakistan,  the  unorganized  segment  of  the  manufacturing 
sector  was  respectively  75  and  70  percent  of  total  manufacturing  employ¬ 
ment  in  1990  (ILO  1995,  pp.  63-65). 

Urbanization  has  also  been  an  important  phenomenon  in  Latin 
America,  its  rate  being  around  60  percent  in  1992  as  compared  to  50 
percent  in  the  1980s  (ILO  1994b,  p.  17)  This  has  resulted  in  an  increase 
in  informal  sector  employment;  the  share  of  informal  sector  in  non-agricul- 
tural  employment  rose  from  some  26  percent  in  1980  to  almost  32  percent 
in  1992  for  the  region  as  a  whole,  the  share  of  the  self-employed  rising 
in  the  same  period  from  19  percent  to  23  percent  (ILO  1994b,  p.  18). 
Again,  the  jobs  created  were  mainly  in  low  productivity,  low-waged  occupa¬ 
tions  and  mainly  in  the  services  sector. 


LESSONS  LEARNT 

Can  lessons  be  learnt  from  recent  reforms  and  adjustment  programmes 
in  developing  countries? 

As  we  have  seen  previously,  the  results  of  these  reforms  can  be  some¬ 
what  mixed.  Policies  that  were  meant  to  “ease”  employment  restructuring 
created,  in  many  cases,  structural  problems  of  human  deprivation.  The 
reliance  on  foreign  capital  inflows  needs  also  to  be  reassessed.  To  a  large 
extent,  the  rationale  for  trade  liberalization  had  been  the  dynamic  role 
that  foreign  direct  investment  would  play  in  providing  the  necessary  capital, 
expertise,  technology  and  management  to  stimulate  growth.  But  in  spite 
of  LDCs  having  undertaken  fairly  harsh  and  stringent  adjustment  measures 
and  provided  incentives  to  attract  foreign  direct  investment,  the  transfer 
of  resources  from  rich  to  poor  countries  has  only  marginally  complemented 
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domestic  savings  in  developing  countries.  According  to  the  IVorld  Develop¬ 
ment  Report  (W orld  Bank  1 995),  under  the  extreme  assumption  that  domes¬ 
tic  savings  have  not  been  affected  by  these  flows,  only  about  1 1  percent 
of  capital  formation  in  the  period  1970  to  1990  in  the  developing  countries 
could  be  attributed  to  the  cumulative  effect  of  capital  mobility,  about  2 
percent  of  the  combined  capital  stocks  of  the  industrialized  countries 
(World  Bank  1995,  p.  52).  In  fact,  there  was  a  turn-around  in  capital  flows 
in  the  1980s  with  LDCs  being  net  remitters  of  foreign  savings. 

If  adjustment  does  not  always  work  for  more  employment  and  better 
incomes,  what  positive  measures  can  be  suggested? 

The  experiences  of  industrialized  countries,  as  well  as  those  of  the 
high-growth  East  Asian  economies,  has  indicated  that  improvements  in 
education  are  essential  to  improvements  in  productivity  and  growth.  How¬ 
ever,  the  relationship  between  investment  in  human  capital  and  productiv¬ 
ity  growth  is  much  weaker  than  that  between  investment  in  physical  capital 
and  productivity  growth.  There  are  three  aspects  of  concern  here.  First, 
household  or  national  level  decisions  to  invest  in  education  (human  capital) 
do  not  guarantee  matching  levels  of  investment  in  physical  and  productive 
capital.  This  has  to  do  with  the  elusive  nature  of  capital,  which  is  mobile 
and  can  easily  move  between  sectors  and  countries,  for  economic  and  non¬ 
economic  reasons.  The  quality  of  education  is  another  factor.  Apart  from 
primary,  secondary  and  tertiary  education,  the  emphasis  in  high  growth 
countries  has  been  placed  on  diversification,  including  an  emphasis  on 
mathematics  and  sciences.  A  scarcity  of  resources  in  developing  countries 
has  slowed  progress  on  this  front.  And  third,  education  in  itself,  without 
appropriate  institutional  changes,  will  not  bring  more  equality  to  the  work 
place.  This  is  clearly  illustrated  by  the  fact  that,  while  women  in  industrial¬ 
ized  and  newly  industrialized  countries  have  high  and  nearly  equal  levels 
of  education,  this  is  not  reflected  in  their  earnings,  as  women  typically 
earn  less  than  men  in  these  countries. 

Finally,  six  observations  can  be  made  for  policy  consideration.  First, 
we  see  that  the  variety  of  employment  and  unemployment  patterns  in 
developing  countries  calls  into  question  the  appropriateness  and  effective¬ 
ness  of  implementing  a  single  or  uniform  set  of  policies.  Second,  market- 
oriented  reform  and  trade  liberalization  does  not  guarantee  increased 
growth  of  formal  employment  or  productive  informal  employment.  Third, 
employment  expansion  policies  are  not  the  same  as  equity  or  welfare 
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policies.  Fourth,  the  diminished  role  of  the  state,  in  itself,  has  not  brought 
about  the  desired  benefits  to  a  majority  of  the  population  in  developing 
countries.  Fifth,  while  foreign  direct  investment  can  play  an  important 
part  in  stimulating  investment  and  growth,  there  is  no  guarantee  that 
undertaking  structural  reforms  or  providing  incentives  will  necessarily 
attract  adequate  investment.  And  sixth,  trade  liberalization  and  the  removal 
of  protection  made  many  producers  highly  vulnerable  to  falling  prices  for 
primary  commodities  in  the  international  market.  At  the  local  level  too, 
enhanced  competition  does  not  guarantee  more  or  better  employment. 

In  conclusion,  employment  policies  in  developing  countries  will  have 
to  pay  serious  attention  to  the  rural  sector  as  well  as  the  specificities  of 
the  labour  markets  in  these  countries.  Major  efforts  need  to  be  made  to 
protect  the  most  vulnerable,  which  implies  that  progressive  change  will 
also  be  dependent  on  a  shift  in  power  relations  in  the  labour  market. 
The  role  of  the  state  is  critical  in  this  process  although  its  mandate  for 
intervention  needs  to  move  beyond  the  conventional  neo-Keynesian  per¬ 
spective  of  correcting  market  imbalances  and  providing  welfare. 
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I 

M  t  would  seem  that  a  study  focusing  on  global  unem¬ 
ployment  would  be  of  little  interest  to  African  countries,  given  the  relative 
low  levels  of  wage  employment  in  the  continent — wage  employment  in 
industries  and  services  account  for  only  12  percent  of  the  labour  force 
there.  Yet  this  would  be  misleading.  African  economies  are  open,  highly 
dependent  on  imported  investment  and  intermediate  goods,  on  aid  and 
foreign  investment,  and  extremely  sensitive  and  vulnerable  to  global 
changes  via  terms  of  trade,  foreign  capital  inflows,  debt,  etc.  Consequently, 
the  nature  of  the  crisis  in  the  developed  world  and  the  patterns  of  adjust¬ 
ment  to  the  crisis  have  an  immediate  bearing  on  the  prospects  for  wage 
employment  in  these  economies. 

In  turn,  wage  employment  has  a  direct  bearing  on  the  many  that  are 
employed  in  the  informal  sector  and  other  non-wage,  income-generating 
activities.  Given  the  consumption  patterns  of  urban  workers,  improving 
employment  and  wage  levels  in  the  formal  sector  expands  earning  opportu¬ 
nities  in  the  informal  sector  that  provides  it  with  intermediate  goods  and 
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that  supplies  consumer  goods  and  services  to  wage  earners.  Conversely,  a 
contraction  in  the  formal  sector  can  lead  to  downsizing  or  a  decrease  in 
real  wages,  and  the  downsized  workers  will  then  join  those  in  the  informal 
sector,  workers  who  are  already  struggling  to  cope  with  a  falling  demand 
for  their  goods.  Much  has  been  made  of  the  capacity  of  the  informal  sector 
to  absorb  the  unemployed,  and  for  some  economists,  that  sector  promises 
efficient  growth  since  it  approximates  the  textbook  model  of  a  market  with 
many  buyers  and  many  sellers.  However,  there  is  an  important  distinction, 
made  by  the  International  Labour  Office,  between  “dead-end  survival 
activities”  and  small  activities  with  the  potential  for  economic  growth  and 
technical  upgrading.  People  who  are  ejected  from  a  depressed  formal  sector 
are  more  likely  to  end  up  in  the  “sponge”  informal  sector  rather  than  in  the 
modernising  one.  “Consequently,”  remarks  the  ILO,  “while  the  informal 
sector  may  provide  a  safety  net  for  workers  who  fall  from  the  formal  sector 
when  the  latter  is  depressed,  it  is  unlikely  to  provide  an  alternative  source 
of  growth  in  that  context”  (ILO  1972). 

The  orthodox  diagnosis  of  unemployment  in  Africa  assumes  that  poor 
economic  performance  is  almost  exclusively  due  to  internal  policy  mistakes, 
which  prevented  the  continent  from  exploiting  its  comparative  advantage. 
These  policies  led  to  distortions  in  key  domestic  markets — labour  markets, 
financial  markets  and  product  markets.  With  respect  to  labour  markets  it 
is  argued  that  social  legislation  (i.e.  minimum  wages)  has  created  rigidities 
that  have  prevented  African  economies  from  exploiting  their  comparative 
advantage  in  cheap  labour  and  from  adjusting  to  changing  circumstances. 
In  the  financial  market,  distortions  have  taken  the  form  of  “financial 
repression”  which,  it  is  argued,  has  led  to  artificially  low  interest  rates, 
thereby  discouraging  savings  and  encouraging  capital  flight.  The  result 
has  been  fewer  funds  available  for  investment.  This  in  turn  has  meant  low 
investment  rates  and  therefore,  low  growth.  Moreover,  by  capping  interest 
rates  (through  interest-rate  ceilings,  coupled  with  credit  rationing),  govern¬ 
ments  have  over-emphasised  fixed  capital  formation,  leading  to  inefficient 
allocation  of  resources— the  use  of  capital  intensive  techniques  even  in 
situations  of  mass  unemployment  and  cheap  labour.  Such  policies  have 
also  discouraged  risk-taking  and  rationed  out  risky,  but  potentially  high 
yielding  economic  activities.  Product  markets  have  been  distorted  by 
import  substitution  strategies,  which  produced  an  industrialisation  charac¬ 
terised  by  uncompetitive  markets,  inefficiency  and  excess  capacity,  as 
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import  substitution  policies  ran  against  the  limits  of  small  domestic  mar¬ 
kets. 

Mainstream  writers,  therefore,  have  suggested  that  replacing  “inward¬ 
looking”  policies  with  “outward-looking,”  export-oriented  strategies  and 
the  liberalisation  of  labour,  financial  and  product  markets  will  reverse  the 
continent’s  decline  and  bring  about  growth.  This  could  be  achieved  by 
rigorously  implementing  the  stabilisation  and  structural  adjustment  poli¬ 
cies  recommended  by  Bretton  Woods  Institutions  (BWIs)  and  would  lead 
to  gains  in  terms  of  employment  and  incomes.  According  to  the  World 
Bank,  “Many  of  the  reforms  that  are  key  to  economic  transformation  are 
good  for  workers  and  especially  for  the  poor,  even  in  the  short  run”  (World 
Bank  1995).  Liberalisation  of  financial  markets  would  raise  interest  rates 
and  this  would,  in  turn  encourage  domestic  savings,  attract  foreign  capital 
inflows  and  reverse  capital  flight.  Positive  and  high  interest  rates  would 
enhance  the  efficiency  of  investments  by  discouraging  projects  with  low 
returns  and  by  encouraging  more  labour  intensive  activities.  Trade  liberali¬ 
sation  and  the  depreciation  of  the  exchange  rate  would  together  promote 
exports,  which  tend  to  be  labour  intensive.  More  flexible  labour  markets 
would  encourage  employers  to  create  more  jobs. 

While  the  thrust  of  the  critique  of  the  previous  model  of  excessive 
bureaucracy,  egregious  fiscal  mismanagement  and  waste  and  rent  seeking 
has  been  persuasive,  the  prescriptions  proposed  have  proved  inadequate. 
The  results  have  been  disappointing  for  at  least  three  reasons: 

•  Not  enough  attention  has  been  paid  to  the  external  environment  that 
Africa  had  to  contend  with,  in  terms  of  export  possibilities  and  access 
to  capital. 

•  The  policies  failed  to  take  into  account  the  structural  constraints  on 
African  economies,  and  consequently,  overestimated  the  responsiveness 
of  private  actors. 

•  There  has  been  a  failure  to  mobilise  public  resources  for  investment 
and  therefore  growth,  on  the  assumption  that  the  exit  of  the  state  from 
investment  would  empower  a  private  sector,  whose  latent  potential  had 
been  thwarted  by  state  control  and  regulations.  Yet,  lack  of  public 
investment  in  physical  and  social  infrastructure  has  rendered  African 
economies  unattractive  to  private  capital,  creating  a  vicious  circle. 
The  message  of  the  Grunberg  paper  is  that  policies  adopted  in  the 

industrial  countries  now  emphasise  stability  over  employment  and  equity. 
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This  is  in  sharp  contrast  with  the  policies  of  the  1960s,  which  emphasised 
full  employment  built  around  a  consensus  over  policies  and  institutions 
that  would  influence  the  distribution  of  income  between  profits  and  wages 
and  maintain  demand,  as  well  as  stable  monetary  and  trading  arrangements. 
This  consensus  generated  development  in  developing  countries,  financed 
through  increased  exports  to  expanding  markets  in  developed  countries 
and  official  transfers  of  resources.  Between  1965  and  1975,  wage  employ¬ 
ment  grew  at  rates  that  exceeded  the  population  growth.  Since  then,  both 
wage  employment  and  real  wage  rates  have  declined  precipitously  in  many 
African  countries,  leading  to  increased  urban  poverty. 

The  new  emphasis  on  stabilisation  and  structural  adjustments  has  over¬ 
ridden  developmental  concerns,  yet  has  thus  far  failed  to  place  African 
countries  on  a  sustainable  path  of  growth  and  development,  largely  because 
investment  has  failed  to  pick  up.  Higher  interest  rates  have  not  stimulated 
investment.  Macroeconomic  stabilisation,  privatisation,  relaxation  of  capi¬ 
tal  controls,  the  establishment  of  stock  exchanges — all  these  were  aimed 
at  obtaining  the  BWIs’  “seal  of  approval”  and  at  opening  doors  to  financial 
sources  from  which  much  of  Africa  had  been  excluded  since  the  beginning 
of  the  1980s.  Most  African  governments’  acceptance  of  IMF  policies  was 
based  precisely  on  this  claimed  catalytic  effect  on  the  inflow  of  foreign 
capital.  However,  the  African  experience  has  thus  far  not  borne  out  these 
expectations.  One  hundred  and  forty  out  of  160  developing  countries 
receive  only  5  percent  of  world  capital  flows. 

Grunberg’s  point  is  that  what  is  passed  as  temporary  adjustment  policies 
has  become  a  structural  feature  of  the  contemporary  world  economy. 
This  points  to  the  distinct  danger  that  the  combination  of  global  changes 
induced  partly  by  the  deflationary  policies  of  developed  countries  and  by 
the  adjustment  programmes  pursued  in  Africa  itself  may  have  placed  the 
continent  along  a  low  equilibrium  trap,  leading  to  more  stable,  more 
efficient,  but  stagnant  economies. 

Interestingly,  signs  of  recovery  appeared  in  developed  countries  in  the 
mid-1990s,  along  with  some  recovery  in  primary  commodity  prices.  Yet, 
neglect  of  public  investment  during  the  adjustment  years  translated  into 
poor  response  to  these  opportunities  by  a  private  sector  that  is  relatively 
new  and  saddled  with  dilapidated  infrastructure.  It  is  this  reality,  rather 
than  the  errors  of  the  past,  which  must  now  be  confronted. 

The  Bretton  Woods  Institutions  are  taking  stock  of  the  poor  results 
of  the  last  fifteen  years  and  now  recognise  that  “non  convexities”  (imperfect 
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markets,  externalities,  technological  rigidities  etc.)  are  much  more  preva¬ 
lent  in  developing  countries  than  previously  thought,  and  that  “market 
failures”  may  therefore  be  pervasive.  They  are,  however,  quick  to  point 
out  that  “government  failure”  is  often  worse.  Consequently,  for  all  the 
change  in  tone,  the  package  recommended  to  Africans  has  hardly  changed 
(see,  for  instance,  World  Bank  1994). 

The  Grunberg  study  is  an  important  contribution  to  understanding 
the  international  context,  which  has  downplayed  issues  of  growth,  equity 
and  employment  in  both  developed  and  developing  countries.  It  provides 
a  succinct  description  of  die  external  environment  within  which  African 
policy  reform  has  taken  place — an  environmental  constraint  that  has  been 
downplayed  by  the  focus  on  “policy  failure.”  This  needs  to  be  supple¬ 
mented  by  a  country-specific  “stylisation”  of  African  economies,  to  capture 
not  only  policy  induced  “distortions,”  but  also  those  caused  by  market 
imperfections,  institutional  underdevelopment  (including  the  underdevel¬ 
opment  of  market  institutions)  and  inflexibilities  that  characterise  underde¬ 
veloped  economies  (Mkandawire  1996). 
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T 

A  he  golden  age  of  full  employment  in  developed 
countries  was  largely  a  result  of  deliberate  policies  for  growth  and  social 
achievements.  It  is  therefore  unrealistic  to  expect  markets  alone  to  produce 
these  outcomes.  As  shown  by  Isabelle  Grunberg,  unfettered  competition 
between  firms  and  states  could  well  lead  to  decisions  that  are  not  conductive 
to  full  employment.  The  Asian  crisis  also  tends  to  prove  that  global  free 
markets  are  not  self-regulating.  Enhanced  international  cooperation  is 
therefore  needed  to  make  globalization  work  for  all  people — perhaps,  as 
suggested  in  the  paper,  in  the  form  of  a  “globalized”  form  of  Keynesian 
regulation  of  the  kind  supported  by  France  in  the  European  Union  (e.g., 
coordinated  stimulation  of  the  European  economies,  capital  flow  regula¬ 
tion,  low  interest  rates,  and  harmonization  of  work  place  rules  to  resist 
erosion  of  rights).  While  I  can  sympathize  with  the  diagnosis,  I  differ  with 
the  idea  that  a  mere  extension  of  Keynesian  regulation  globally  will  be 
enough.  For  one  thing,  international  organizations  have  a  natural  bias 
toward  economic  openness  and  market  orientation.  Second,  it  will  be 
difficult  to  rally  all  countries  at  all  times  around  any  principle  of  interna¬ 
tional  coordination — if  only,  as  pointed  out  by  Grunberg,  because  different 
countries  are  at  different  stages  of  the  business  cycle.  And  finally,  there  is 
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more  to  the  global  crisis  of  work  than  shortcomings  of  macro-economic 
regulation.  Within  the  confines  of  such  a  short  commentary,  I  will  argue 
that  we  need  to  go  further  and  confront  the  irreversible  changes  confront¬ 
ing  developed  countries — and  reinvent  a  new  civilization  of  work. 

A  DIFFERENT  KIND  OF  GROWTH? 

Indeed,  one  needs  to  look  beyond  macro-economics,  to  structural  changes 
produced  by  technology  or  even  to  an  entirely  new  social  system  of  produc¬ 
tion.  In  developed  countries,  the  real  cause  of  unemployment  is  the  transi¬ 
tion  from  industry-based  to  service-based  growth,  and  development  of  a 
more  “qualitative”  kind,  based  on  non-material  achievements.  This  is  an 
endogenous,  Schumpeterian  change.  It  results  in  a  disruption  in  the  virtu¬ 
ous  circle  of  growth/productivity/employment.  Indeed,  most  employment 
creation  is  currently  in  low-productivity  services — a  correlation  that  has 
been  documented  empirically.  According  to  Appelbaum  and  Schettkat 
(1990),  demand  for  durable  goods  such  as  automobiles  or  dishwashers  has 
become  inelastic — it  does  not  grow  as  prices  go  down,  because  developed 
markets  are  saturated.  At  the  same  time,  emerging  industries  do  not  create 
enough  jobs  because  of  the  sheer  scale  of  employment  needs  to  be  met, 
and  because,  according  to  these  authors,  “market  forces  can  easily  transfer 
people  from  low-productivity  to  high-productivity  activities,  but  not  the 
other  way  around.” 

THE  FORDIST  BARGAIN 

Thus,  my  starting  point  will  be  similar  to  Grunberg’s —  “What  has  changed 
since  the  ‘golden  age’  of  full  employment?”  I  agree  that  political  priorities 
and  cost-cutting  have  taken  their  toll.  But  what  if  growth  itself  had  changed, 
and  with  it,  the  ability  to  marry  growth  and  social  progress?  According  to 
Robert  Boyer,  the  postwar  “Fordist”  system  rested  on  four  pillars: 

•  consumption  of  standardized,  mass  produced  manufactured  goods 
(automobiles,  refrigerators,  etc.) 

•  a  Taylorist  mode  of  production,  based  on  repetitive  gestures  and  a 
separation  between  conception  and  execution 

•  workers  are  integrated  into  a  consumer  society  and  gain  ever-increasing 
benefits  to  compensate  for  a  hierarchical  and  mind-numbing  work 
place. 

•  governments  manage  demand  so  as  to  maintain  growth 
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The  Fordist  bargain  is  a  combination  of  these  four,  closely  inter-related 
features.  For  example,  stable  growth  rates  and  centralized/hierarchical 
production  constitute  a  favorable  environment  for  stable  and  institutional¬ 
ized  contracts  between  workers  and  employers,  and  for  a  stable  sharing 
pattern  between  capital  accumulation  and  more  consumption.  Workers 
benefit  as  consumers,  as  recipients  of  societal  insurance,  and  by  their  mass 
integration  into  the  world  of  work. 


WHAT  HAS  CHANGED? 

Change  has  come  progressively  since  the  1960s  and  more  noticeably  since 
the  mid-1970s,  and  has  manifested  itself  in  all  of  these  four  areas.  Mass 
consumption  has  given  way  to  an  emphasis  on  services,  customization, 
quality;  production  has  become  more  flexible  and  scattered;  and  the  state 
has  encountered  a  crisis,  both  in  its  “welfare-providing”  function,  and 
in  its  function  as  macro-economic  regulator — the  latter  largely  due  to 
globalization.  Changes  in  production  occurred  faster  in  those  sectors  pro¬ 
ducing  for  a  world  market,  and  those  very  sectors  grew  faster  than  the 
rest  of  the  economy.  A  symptom  of  the  current  disequilibrium  is  the  rise 
of  unmet  social  needs  and  the  failure  of  market  forces  to  provide  for  those 
needs.  The  lack  of  solvable  demand  for  those  services  may  indeed  be 
caused  by  a  global  demand  shortfall,  but  may  also,  arguably,  stem  from  a 
deeper  dysfunction  within  the  growth-productivity-employment-income 
cycle.  Those  services  that  are  in  highest  demand  (health,  culture,  security, 
etc.)  have  indeed  the  double  characteristic  of  being  publicly  financed,  and 
exhibiting  the  lowest  productivity  gains — hence  a  relative  shrinking  of 
most  productive  sectors. 


WORK  AND  COMMUNITY 

As  mentioned  by  Grunberg,  the  unemployment  crisis  is  both  qualitative 
and  quantitative.  The  degradation  in  work  quality  is  not  limited  to  the 
proliferation  of  low-paid  jobs,  but  also  consists  in  more  precarious  work 
contracts  and,  at  least  in  France,  in  a  breakdown  of  the  legal  framework 
pertaining  to  employment — signaling  the  demise  of  basic  norms  of  the  full- 
employment  society — or  what  is  increasingly  called  the  vanishing  “wage 
society.”  In  addition,  new  patterns  of  work  that  stress  autonomy,  work 
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time  flexibility,  work  at  home  and  rapid  turnover,  lead  to  a  deterioration 
in  the  socialization  functions  of  work.  These  evolutions  also  make  it  more 
difficult  for  employers  to  define  a  profile  of  the  competencies  they  require, 
and  for  employees  to  adjust  to  these  requirements.  This  creates  a  crisis  of 
work-based  social  integration. 


CONCLUSION 

Five  points  may  be  stressed  in  conclusion. 

•  The  prevalence  of  free-market  ideas  is  not  merely  an  ideological 
happenstance,  or  a  result  of  weakening  support  for  democratic  mech¬ 
anisms.  Its  deeper  causes  lie  in  the  evolution  of  the  productive  system, 
which  takes  its  toll  on  former  patterns  of  socio-economic  regulation. 
Centralized  and  corporatist  management,  for  example,  is  ill-suited 
for  catering  to  consumer  demands  for  rapid  response,  quality  service 
and  customization. 

•  Potential  new  patterns  of  cooperation  between  and  within  states  will 
be  hindered  by  increasing  economic  uncertainty,  due  to  the  globaliza¬ 
tion  of  markets.  This  uncertainty  can  be  mitigated  by  more  growth- 
friendly  policies,  coordinated  internationally,  but  even  then,  there  will 
still  be  unpredictable  shifts  in  global  markets. 

•  The  Fordist  system  led  to  more  homogenous  production  and  consump¬ 
tion  patterns.  This  has  changed,  as  seen  in  the  increasing  income  ine¬ 
qualities  and  job  insecurity.  Even  with  more  growth,  the  functioning 
of  labour  markets  will  have  to  be  improved,  and  the  flexibility-insecurity 
conundrum  will  have  to  be  tackled.  Labour  and  the  corporate  sector 
will  need  to  invent  new  mechanisms  to  reconcile  flexibility,  security 
and  labour  rights. 

•  A  large  part  of  employment  growth  is  in  the  “people  to  people”  service 
sector,  which  brings  into  focus  the  changing  relationship  between  paid 
and  unpaid  work.  Responding  to  social  need  will  require  a  combination 
of  paid  work,  “self-employment”  and  volunteerism  (for  culture,  educa¬ 
tion,  old  age  care,  etc).  New  dimensions  of  work  sharing  open  up  in 
this  context. 

•  To  end  on  a  more  political  note,  an  enhanced  international  cooperation 
should  also  strive  to  promote,  not  just  growth,  but  sustainable  human 
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development.  In  particular,  there  is  a  risk  that  “development”  conceived 
of  as  only  growth,  will  have  an  adverse  impact  on  cultures,  on  the 
balance  between  social  forces,  and  on  “social  capital.” 
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-A-  ^L-ival  States,  Rival  Firms:  How  do  People 
Fit  In?”  argues  persuasively  that  key  structural  changes  in  global  finance, 
production  and  values  are  responsible  for  much  of  the  phenomenon  of 
jobless  growth  and  unemployment  in  the  world  economy.  Pressures  to 
compete  in  an  increasingly  globalised  marketplace  push  firms  to  lower 
labour  costs  as  much  as  possible,  and  prevent  governments  from  using 
traditional  fiscal  measures  to  support  aggregate  demand  and  employment. 
I  wish  to  make  three  points  that  add  to,  and  extend,  this  analysis. 

First,  it  is  certainly  true  that  for  those  countries  of  the  South  that  are 
already  strongly  integrated  into  the  global  system  through  convertible 
currencies  and  free  mobility  of  capital,  the  globalisation  of  financial  markets 
can  have  drastic  and  rapid  effects  on  the  whole  economy  as  witnessed  during 
the  Asian  crisis.  But  for  many  other  Southern  countries,  the  tendency  to 
curb  fiscal  spending  and  promote  exports  are  only  in  part  a  consequence 
of  such  pressures.  Many  countries  still  have  non-  or  partially  convertible 
currencies,  and  the  volatility  of  short-term  capital  flows  and  hence  of 
foreign  currency  reserves,  are  less  of  a  concern,  especially  for  low-income 
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countries.  For  many  African,  South  Asian  and  Latin  American  countries, 
the  pressure  to  keep  government  spending  down  and  to  earn  more  foreign 
exchange  has  also  been  a  consequence  of  two  other  factors:  reduced  flows 
of  net  external  resources,  and  political  pressure  via  structural  adjustment 
policies  to  curb  the  role  of  government.  The  implication  is  that,  while  the 
need  for  spending  on  physical  and  human  infrastructure  is  greater,  this 
spending  is  constrained  in  part  by  the  inexorable  economics  of  globalisa¬ 
tion,  and  in  part  by  an  absence  of  political  will  and  by  policy  prescriptions 
favouring  liberalisation  of  the  economy. 

Second,  in  many  Southern  countries,  lack  of  growth  or  jobless  growth 
in  the  organised  “formal”  sector  of  the  economy  has  gone  hand  in  hand 
with  a  proliferation  of  work  opportunities  in  the  “informal”  sector.  The 
problem  here  is  less  one  of  unemployment  than  of  overwork.  Supporting 
the  capacity  of  workers  to  raise  wages  and  improve  working  conditions  in 
these  circumstances  is  a  major  challenge.  Unions  in  both  South  and  North 
are  slowly  learning  that  they  have  to  respond  to  the  needs  of  an  entirely 
different  type  of  worker  if  they  are  to  regain  some  clout  in  economic 
decision-making.  “Informal”  sector  workers  are  more  likely  to  be  young, 
female,  and  working  in  dispersed  and  isolated  environments.  Organising 
such  workers  will  require  a  shift  towards  organisations  that  are  more 
community-based  than  workplace-based,  and  the  targets  of  these  organis¬ 
ing  efforts  are  just  as  likely  to  be  economic  policy-makers  as  employers. 
Unions  will  also  have  to  seriously  incorporate  the  different  needs  of  women 
workers  grappling  with  multiple  biases  in  the  workplace,  home  and  com¬ 
munity. 

Third,  the  global  “fight  against  unemployment”  takes  a  particular  twist 
in  Southern  countries,  where  the  pressure  to  increase  exports  and  liberalise 
private  enterprise  has  led  to  rapid  depletion  and  degradation  of  environ¬ 
mental  resources,  and  a  consequent  collapse  of  the  livelihoods  of  communi¬ 
ties  that  have  long  depended  on  those  resources  for  survival.  Supporting 
employment  means  supporting  people’s  livelihoods  in  these  cases.  Beyond 
the  questions  of  labour  standards  or  interest  rates,  this  will  require  global 
rules  and  agreements,  as  well  as  continued,  coordinated  action. 
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G 

runberg’s  study  of  unemployment  in  the  world 
economy  uses  an  analytical  framework  derived  from  international  political 
economy  rather  than  from  neoclassical  economics.  In  simple  terms,  this 
boils  down  to  asking,  first  about  the  various  possible  causes  of  unemploy¬ 
ment — political,  economic,  social  or  technological;  and  second,  about  the 
consequences  for  society  and  for  people.  The  question  there  is  the  old, 
essentially  political  one,  of  “Who  gets  what?”  or  more  precisely,  “Who 
are  the  winners — and  who  are  the  losers?  Who  gets  the  benefits  and  the 
new  opportunities,  and  who  pays  the  costs  and  carries  the  risks?”  Because 
the  questions  about  causes  and  about  consequences  are  so  political,  the 
political  economy  framework  is  obviously,  in  my  view,  more  appropriate 
than  the  narrower  one  of  economics. 

It  also  seems  only  common  sense  in  my  opinion  for  Grunberg  to  treat 
the  problem  of  unemployment  as  a  world  problem.  In  die  1930s,  it  was 
still  possible  to  look  for  remedies  within  national  economies,  aldiough  the 
causes — even  then — were  already  global  and  structural.  No  longer  is  this 
true.  She  is  right  therefore  to  declare  at  the  outset  that  “the  present 
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international  political  economy  is  dysfunctional  in  terms  of  pursuing  sus¬ 
tainable  human  development.”  In  so  many  words,  if  the  world  market 
economy  fails  to  find  work  and  the  rewards  for  work,  die  system  is  for  the 
losers,  at  least  “dysfunctional” — not  working  as  well  as  it  might  and  should. 

More  than  a  third  of  her  study  is  thus  devoted  to  an  analysis  of  the 
causes  of  unemployment.  I  agree  with  her  that  they  are  structural  and 
secular,  not  cyclical,  and  are  deeply  rooted  in  a  world  economy  in  which 
there  is  increasingly  fierce  competition  between  firms  and  also  between 
nation  states  for  world  market  shares.  This  was  the  basic  argument  of  the 
book  I  wrote  with  John  Stopford  (1991),  from  which  the  title  of  this  study 
was  borrowed.  Grunberg  is  right  to  question  whether  the  blame  for  the 
problem  can  fairly  be  put  either  on  women  for  leaving  the  home  to  take 
jobs  away  from  men,  or  on  cheap  low-paid  workers  in  Asia  or  other 
developing  countries  for  taking  jobs  away  from  high-paid  workers  in  North 
America,  Western  Europe  or  Japan. 

As  any  practical  business  manager  today  is  well  aware  of,  a  great  deal 
of  work  today  is  now  being  done  by  machines,  including  robots,  that  used 
to  be  done  by  human  hands  and  brains.  Capital  invested  in  machines  has 
been  substituted  for  labour.  And  the  pressure  to  make  that  substitution 
has  come  from  the  competition  characteristic  of  a  capitalist  or  market 
economy.  As  the  competition  has  become  fiercer  and  more  transnational, 
the  pace  of  technological  change  has  quickened.  And  this  in  turn  has  put 
new  pressure  on  managers  of  factories — and  of  farms,  shops  and  banks 
too — to  cut  costs  and  wherever  possible,  to  axe  jobs  and  sack  workers. 

When  it  comes  to  what  to  do  about  it,  there  is  more  room  for  debate 
and  disagreement.  Grunberg  puts  quite  a  lot  of  emphasis  on  the  need  for 
training  workers  so  that  they  can  perform  the  complex  tasks  demanded 
by  a  technology-dependent  system  of  production.  Though  this  may  some¬ 
times  help,  I  am  not  convinced  it  is  a  sufficient  solution.  After  all,  quite 
a  lot  of  the  “downsized”  redundant  workers  are  skilled  people,  or  even 
experienced  managers.  And  economies  like  that  of  Germany  which  have 
for  years  been  praised  for  their  carefully  organised  and  regulated  systems 
of  training  apprentices  for  industry,  are  suffering  worse  unemployment 
problems  for  young  workers  than  my  own  country,  Britain,  where  industrial 
firms  have  been  notoriously  bad  at  training  up  skilled  workers. 

If  training  and  re-training  people  for  new  jobs  are  not  the  whole  answer, 
what  else  can  we  do?  Part  of  the  problem,  it  seems  to  me,  lies  in  the 
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uncomfortable  fact  that  firms  in  America,  Europe  and  Japan  are  fast  shifting 
their  manufacturing  capacity  to  what  were  once  called  less  developed 
countries.  Especially  in  Asia,  people  are  becoming  better  off  and  conversely, 
people  in  the  older  industrialised  countries  probably  face  a  levelling-off 
and  even  a  decline  in  their  living  standards,  and  certainly  in  those  of  their 
children  or  grandchildren.  They  have  not  yet  become  accustomed  to  this 
prospect.  But  sooner  or  later,  they  will  have  to  accept  it  and  adjust  accord¬ 
ingly — adjust  downwards,  not  upwards.  Inequalities  within  these  societies 
will  persist.  B  ut  the  old  dependency  notions  of  a  world-wide  gulf  between 
“North”  and  “South,”  between  “core”  and  “periphery,”  no  longer  hold 
good.  The  result  of  the  internationalisation  of  production,  in  short,  means 
that  the  older  industrialised  societies  face  the  necessity  of  more  change  in 
political  ideas,  institutions  and  practices  than  perhaps  this  study  implies. 

That  is  one  part  of  the  problem.  The  other  part  is,  as  Grunberg  says 
at  the  very  start  of  the  study,  that  the  conventional  notion  of  “work”  may 
have  to  be  redefined  so  as  to  include  what  is  now  described  as  “unremuner¬ 
ated”  work.  This  really  involves  a  fundamental  rejection  of  some  of  the 
economic  assumptions  about  work  being  something  traded  in  a  labour 
market,  in  which  the  price  of  work  is  set  by  demand  and  supply,  moderated 
by  state  regulation  and  union  bargaining.  If,  instead,  work  is  seen  as 
something  that  people  do,  whether  it  is  in  an  office  or  factory,  or  whether 
it  is  at  home,  in  their  gardens,  in  caring  for  their  children,  or  the  aged  or 
the  sick,  then  the  rigid  distinction  in  people’s  minds  between  “paid”  and 
“unpaid”  work  starts  to  melt  away.  The  problem  thus  is  to  find  how  to 
change  present  attitudes  to  “voluntary,”  non-market-determined  work,  as 
opposed  to  what  is  diought  of  as  “real”  jobs — jobs  that  confer  not  only 
an  income,  but  also  social  status  and  respect.  This  idea  has  been  explored 
by  Jeremy  Rifkin  in  a  recent  book,  The  End  of  Work  (1995),  incidentally 
footnoted  by  Grunberg.  What  is  diplomatically  left  unsaid  however,  is 
that  any  such  reforms,  in  practice,  are  likely  to  be  opposed  by  organised 
labour  and  probably  also  by  employers  and  government  bureaucracies. 
Surely,  the  situation  well  described  and  analysed  in  this  study  cries  out 
for  much  more  creative,  normative,  policy-oriented  research  of  an  interdis¬ 
ciplinary  nature  into  the  policy  options  for  governments  that  would  help 
to  bring  about  such  a  change.  For  change  there  almost  certainly  will  have 
to  be-  in  mental  attitudes — but  also,  most  notably,  in  systems  of  taxation 
and  of  social  security.  In  this  short  booklet,  Isabelle  Grunberg  has  opened 
up  an  important  and  a  challenging  debate  for  the  future. 
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F  ,  „  . 

-JL_irst  of  all,  the  unemployment  problem  in  transition 
economies  needs  to  be  placed  in  context.  In  these  countries,  political/ 
security  concerns  are  overarching.  For  example,  economic  reforms  will  be 
assessed  with  a  view  to  joining  the  European  Union,  or  to  belonging  to 
the  Western  fold,  rather  than  on  their  own  merit.  This  transition  impera¬ 
tive,  and  the  need  to  enter  the  global  competition  game,  makes  it  more 
difficult  to  balance  social  and  economic  goals.  To  some  extent,  this  is 
redolent  of  the  Soviet-era  urge  to  sacrifice  standards  of  living  in  favour 
of  longer-term  goals. 

The  process  of  transition  also  changed  social  roles  and  the  parameters 
within  which  people  make  decisions.  The  Soviet  system  relieved  many  of 
personal  responsibility  for  their  employment.  From  parasites,  the  unem¬ 
ployed  became  victim  figures,  needing  social  protection.  Yet  a  powerful 
“self-help”  culture  developed,  which  also  had  its  roots  in  the  experience 
of  Communist  rule.  Because  of  unequal  opportunities  and  low  living  stan- 
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dards,  the  choices  available  (either  as  a  consumer  or  as  citizen)  were  trans¬ 
formed  for  many,  rather  than  enlarged.  A  pessimistic  reading  of  the  situa¬ 
tion  would  see  transition  economies  as  having  the  worse  of  both  worlds: 
the  high  unemployment  of  Western  Europe,  and  America’s  lack  of  social 
safety  nets. 

The  following  discussion  will  primarily  be  based  on  the  case  of  Lithua¬ 
nia.  There,  one  cannot  speak  of  jobless  growth  per  se,  but  rather  of  a  related 
phenomenon,  the  sluggish  response  of  employment  figures  to  changes  in 
GDP  (minus  50  percent  in  1990-1993,  to  +2-5  percent  in  1994-1996), 
while  registered  unemployment  at  that  time  fluctuated  between  3-7  per¬ 
cent.  In  1997  GDP  grew  by  5.7  percent  while  employment  grew  by  0.2 
percent.  In  1997  total  registered  unemployment  reached  6.7  percent  (of 
which  unemployment  among  women  stood  at  6.9  percent  and  among 
people  below  25  years  of  age  8.2  percent).  Total  unemployment  according 
to  the  labour  force  survey  was  14  percent.  This  is  largely  due  to  under¬ 
reporting  of  unemployment,  itself  due  to  imperfect  registering  and  low 
unemployment  benefits.  The  initial  impact  of  privatization  and  labour 
shedding  was  eventually  buffeted  by  a  nascent  informal  sector,  yet  at  the 
price  of  a  drastic  qualitative  erosion  of  employment.  In  Lithuania,  60 
percent  of  those  employed  in  the  private  sector  work  part-time.  A  typical 
feature  of  transition  economies  is  also  that  the  working  poor  tend  to  be 
concentrated  in  the  formal  social  sector — they  tend  to  be  highly  skilled, 
full-time  employees  of  public  healthcare  and  education  institutions. 

Other  obstacles  to  full  employment  in  transition  economies  relate  to 
investment  and  labour  market  institutions. 

Outside  investments  are  still  largely  attracted  by  the  lure  of  cheap 
labour.  When  low  wages  are  a  major  reason  for  investing,  however,  foreign 
direct  investment  (EDI)  can  weaken  the  collective  bargaining  position  of 
workers.  In  addition,  in  many  transition  countries,  there  is  no  “exit  strat¬ 
egy”  to  escape  a  type  of  employment  growth  based  on  cheap  labour.  This 
creates  competitive  downward  pressure  between  countries. 

Moreover,  reliance  on  foreign  investors  might  cause  employment  losses 
in  the  long  run,  since  foreign  producers  tend  to  use  their  own  suppliers 
and  are  more  sensitive  to  global  economic  crises.  By  out-bidding  local 
labour  resources,  they  also  crowd  out  local  investors.  Some  local  content 
rules  for  investment  could  therefore  be  envisaged.  Granted,  foreign  invest¬ 
ors  bring  in  much-needed  investment  capital.  But  the  ongoing  crises  in 
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South-East  Asia,  Korea  and  Russia  will  inevitably  affect  companies  located 
in  transition  economies,  further  illustrating  the  dangers  of  volatility. 

High  payroll  taxes  also  discourage  employment.  Instead,  taxation 
should  be  made  more  employment-friendly. 

Institution  building  is  needed  in  two  major  areas:  to  strengthen  the 
private-public  nexus  (currently,  there  are  insufficient  linkages  or  leverage 
effects  between  public  and  private  investment),  and  to  improve  the  labour 
market.  Since  productivity  bargaining  and  profit  sharing  are  not  well  devel¬ 
oped  in  transition  economies,  there  are  only  weak  links  between  productiv¬ 
ity  and  pay. 

Many  features  of  transition  economies,  therefore,  echo  the  themes  of 
“Rival  States,  Rival  Firms.”  The  main  policy  dilemma  is  currently:  to 
what  extent  should  government  “hoard”  labour  by  continuing  to  subsidize 
uncompetitive  industries?  Hoarding  labour  may  slow  down  the  restructur¬ 
ing  of  the  economy  and,  eventually,  its  recovery.  Cutting  subsidies,  on  the 
other  hand,  risks  political  instability.  In  times  of  crunch,  citizens  demand 
economic  security  not  from  global  or  regional  organizations,  but  from 
their  governments.  During  the  latest  upsurge  in  unemployment,  Lithuania 
changed  its  government  four  times. 
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_JL.his  short  paper  aims  to  contribute  to  the  debate 
on  the  causes  and  remedies  for  high  rates  of  unemployment  and  under¬ 
employment,  which  presently  afflict  large  parts  of  both  the  North  (indus¬ 
trial  countries)  and  the  South  (developing  countries).  The  starting  point 
for  the  paper  is  a  recent  interesting  and  thoughtful  examination  of  these 
questions  by  Isabelle  Grunberg  (1996).  As  against  the  emphasis  on  labour 
market  flexibility  and  the  concept  of  NAIRU,  which  dominate  the  main¬ 
stream  theoretical  discussions,  as  well  as  policy  prescriptions  for  the  global 
unemployment  problem,  Grunberg  provides  an  unorthodox  analysis.  She 
regards  failure  on  the  demand  side  to  be  the  main  cause  of  unemployment 
and  considers  a  range  of  structural  factors  connected  with  the  increasing 
integration  of  the  world  economy  (in  terms  of  trade,  finance  and  invest¬ 
ment)  which  inhibit  demand  growth. 
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The  present  author  broadly  agrees  with  Grunberg’s  general  approach. 
This  paper  supplements  her  analysis  by  examining  further  some  of  the 
main  themes  presented  in  her  contribution.  Specifically,  the  paper  will 
comment  on  the  following  issues: 

•  The  differences  in  the  employment  challenge  confronting  industrial 
and  developing  countries. 

•  The  question  of  “jobless  growth”  and  the  effects  of  technical  change 
on  employment  and  unemployment. 

•  The  impact  of  globalisation  and  liberalisation  on  global  demand. 

The  paper  also  provides  an  analysis  of  the  chief  constraints  on  the 

demand  as  well  as  the  supply  side,  which  may  affect  the  long-term  growth 
of  output  and  employment  in  industrial  and  developing  countries. 

THE  EMPLOYMENT  CHALLENGE:  NORTH  AND  SOUTH 

The  main  stylised  facts  about  unemployment,  under-employment  and 
related  phenomena  in  developed  and  developing  economies  may  be  sum¬ 
marised  as  follows. 

•  There  has  been  a  large  trend  increase  in  unemployment  rates  in  most 
industrial  countries  since  1973.  In  1970  there  were  8  million  people 
unemployed  in  OECD  countries;  in  1994  the  unemployed  numbered 
35  million,  about  10  percent  of  the  labour  force.  The  rise  in  unemploy¬ 
ment  has  been  particularly  marked  in  the  case  of  West  European  coun¬ 
tries.  West  Germany  provides  a  striking  example  of  this.  It  is  a  remark¬ 
able  fact  that  between  1964  and  1973  the  average  rate  of  unemployment 
in  West  Germany  was  less  than  1  percent  of  the  labour  force.  The 
corresponding  unemployment  rate  for  the  last  ten  years  (i.e.  1986-1995) 
has  been  over  8  percent  of  the  labour  force. 

•  In  addition  to  these  high  recorded  rates  of  unemployment,  a  consider¬ 
able  proportion  of  the  workforce  in  advanced  economies  is  presently 
obliged  to  work  part-time,  or  is  too  discouraged  by  the  lack  of  employ¬ 
ment  opportunities  to  look  for  work  at  all.  If  these  involuntary  part 
time  and  discouraged  workers  are  included,  it  is  estimated  that  this 
would  raise  the  OECD  unemployment  rate  by  half  as  much  (OECD 
1994). 

•  Unemployment  rates  have  been  appreciably  lower  in  the  U.S.  than  in 
Western  Europe.  Between  1964  and  1973,  die  U.S.  unemployment 
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rate  averaged  4.5  percent.  During  the  last  ten  years  (1986  to  1995),  it 
has  been  higher  (6.4  percent),  but  not  as  high  as  in  Western  Europe. 
Despite  this  superior  U.S.  performance  relative  to  Western  Europe  in 
relation  to  open  unemployment,  the  U.S.  nevertheless  has  a  large  army 
of  underemployed  people.  Thurow  (1996,  p.  56)  observes: 

“There  are  8.1  million  American  workers  in  temporary  jobs,  2 
million  who  work  ‘on  call’  and  8.3  million  self-employed  ‘indepen¬ 
dent  contractors’  (many  of  whom  are  down-sized  professionals  who 
have  very  few  clients  but  call  themselves  self-employed  consultants 
because  they  are  too  proud  to  admit  that  they  are  unemployed). 
Most  of  these  more  than  18  million  people  are  looking  for  more 
work  and  better  jobs.  Together  these  contingent  workers  account 
for  14  percent  of  the  workforce.” 

Moreover,  the  average  real  wage  for  non-supervisory  workers  in  the 
U.S.  declined  at  a  rate  of  0.3  percent  per  annum  in  the  1970s,  1.0  percent 
per  annum  in  the  1980s  and  0.3  percent  per  annum  between  1990  to  1994. 
In  contrast  in  the  1960s,  the  corresponding  average  real  wage  rose  at  a 
rate  of  1.4  percent  per  annum  (Pollin  and  Zahrt  1996). 

Further,  in  addition  to  the  huge  underemployment  and  stationary  or 
declining  real  wages,  another  unfavourable  aspect  of  the  labour  market 
experience  in  the  U.S.  in  the  recent  period  has  been  the  growing  inequality 
of  wages.  Wage  dispersion  had  decreased  in  the  U.S.  during  the  1950s 
and  1960s  but  wages  have  become  much  more  unequal  during  the  last  two 
decades.  Wage  dispersion  has  also  greatly  increased  in  the  UK  over  the 
last  fifteen  years.  However  in  continental  Western  Europe  there  has  been 
very  little  change  in  the  recent  period. 

•  The  unemployment  challenge  facing  developing  countries  today  is 
somewhat  different  from  that  which  confronts  the  advanced  countries. 
Since  in  developing  countries,  there  is  hardly  any  public  provision  or 
welfare  payments  for  those  who  become  unemployed,  most  people  in 
these  countries  are  obliged  to  seek  work,  howsoever  unremunerative 
it  may  be.  Consequently,  the  recorded  rates  of  unemployment  in  devel¬ 
oping  countries  tend  to  be  generally  low.  This  may  be  illustrated  by 
the  case  of  Mexico.  Mexico,  although  still  a  developing  country,  joined 
the  OECD — the  rich  countries’  club — in  the  wake  of  the  euphoria 
following  its  entry  into  the  North  American  Free  1  rade  Agreement 
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(NAFTA).  At  a  time  of  large  scale  unemployment  in  industrial  coun¬ 
tries,  it  turns  out  that  the  country  with  one  of  the  lowest  unemployment 
rates  in  the  OECD  is  Mexico — its  recorded  unemployment  rate  was 
2.9  percent  in  1992,  3.5  percent  in  1993  and  3.7  percent  in  1994 
compared  with  double  digit  rates  in  several  European  economies. 

The  employment  problem  in  the  South  thus  manifests  itself  primarily 
in  the  forms  of  underemployment  and  low  productivity/low  remuneration 
work,  often  called  ‘disguised  unemployment,’  following  Joan  Robinson. 
More  significandy,  however,  the  labour  force  in  the  two  developing  conti¬ 
nents  with  the  most  acute  employment  difficulties,  namely  Latin  America 
and  Africa,  is  presently  increasing  at  a  rate  of  approximately  3  percent  per 
annum.  The  employment  challenge  before  these  countries  is  therefore  not 
only  to  reduce  the  existing  large  disguised  unemployment,  but  also  to 
provide  adequately  remunerative  jobs  for  the  rapidly  growing  new  entrants 
to  the  labour  force. 

•  Since  the  1980s,  there  has  also  been  differences  in  the  experiences  of 
Asian  countries  on  the  one  hand,  and  Latin  American  and  African 
countries  on  the  other  hand.  Between  1980  and  1992  paid  employment 
in  Latin  American  countries,  for  example,  fell  at  a  rate  of  0. 1  percent 
per  annum  (ILO  1995).  This  reversed  the  trend  of  the  previous  three 
decades,  which  had  witnessed  a  significant  expansion  of  modern  sector 
employment.  Again,  the  case  of  Mexico  provides  a  good  illustration. 
Between  1990  and  1992,  the  economically  active  population  (EAP)  in 
that  country  is  estimated  to  have  increased  by  1.2  million  persons  each 
year.  However,  during  this  period  only  339,974  jobs,  i.e.  28  percent 
of  the  EAP,  was  absorbed  by  the  formal  labour  market.  Yet  it  is  impor¬ 
tant  to  observe  that  in  the  two  years  before  the  debt  crisis,  1980  and 
1981,  the  Mexican  economy  was  expanding  at  an  average  rate  of  about 
seven  per  cent  per  annum  and  creating  almost  three  quarters  of  a 
million  new  jobs  each  year  in  the  formal  sector.1 
In  sharp  contrast  to  these  serious  employment  difficulties  of  the  African 
and  Latin  American  economies,  there  has  been  a  fast  expansion  of  formal 
sector  employment  in  East  and  South  East  Asian  countries.  In  a  number  of 
these  countries  (e.g.  Korea,  Taiwan,  Malaysia),  manufacturing  employment 
increased  during  the  1980s  at  a  rate  of  almost  6  percent  per  annum.  These 
previous  labour-surplus  economies  have  found  themselves  with  significant 
labour  shortages,  leading  to  considerable  immigration  of  labour  force  from 
neighbouring  lower  income  countries. 
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GROWTH  AND  EMPLOYMENT 


How  can  these  unfavourable  developments  in  the  labour  markets  in  the 
North  and  in  large  parts  of  the  South  be  explained? 

The  key  variable  here  is  the  growth  of  GDP.  The  outstanding  record 
of  near  full  employment  in  industrial  countries  for  nearly  a  quarter  of  a 
century  up  to  1973  arose  from  the  very  fast  growth  of  these  economies 
during  that  period.  In  this  aptly  named  golden  age  of  capitalist  develop¬ 
ment,  GDP  in  industrial  countries  expanded  at  a  historically  unprecedented 
rate  of  nearly  5  percent  per  annum.2  This  rate  was  almost  twice  as  high 
as  any  of  the  trend  rates  experienced  by  these  economies  during  their 
previous  phases  of  development  over  the  last  150  years.3  However,  since 
1973  the  GDP  growth  rate  in  OECD  economies  has  fallen  to  approxi¬ 
mately  half  of  what  it  was  during  the  1950s  and  60s,  resulting  in  the 
observed  high  rates  of  unemployment  or  under-employment.  Similarly,  the 
reason  for  the  superior  employment  performance  of  East  Asian  countries 
relative  to  those  in  Latin  America  and  Sub-Saharan  Africa  lies  in  the  much 
faster  rate  of  growth  of  the  former  group  of  economies  since  1980.  The 
East  Asian  countries  have  expanded  at  an  average  rate  of  nearly  8  percent 
per  annum  compared  with  average  growth  rates  of  2-3  percent  in  the  Latin 
American  and  African  countries  during  this  recent  period4  (see  Table  1). 

It  is  sometimes  argued  that  economic  growth  no  longer  results  in  the 
expansion  of  employment.  However  there  is  little  empirical  support  for  this 
proposition  at  the  macro-economic  level  in  either  industrial  or  developing 
countries.  The  data  for  industrial  countries  in  fact  shows  that  the  growth 
rate  required  before  the  economy  starts  creating  net  new  jobs  has  been 
less  in  the  period  1974  to  1995  than  during  1960  to  1973.  This  reflects 
the  lower  average  productivity  growth  of  the  later  period.  Further,  cross- 
section  econometric  evidence  for  advanced  industrial  countries  suggests, 
if  anything,  an  increase  over  time  in  the  employment  elasticity  of  output 
growth  rather  than  a  decrease,  as  the  hypothesis  of  jobless  growth  would 
imply.6  The  reason  why  unemployment  or  under-employment  has 
increased  so  steeply  in  all  these  countries  is  not  that  ‘growth’  does  not 
create  as  many  jobs  as  before,  but  that  there  has  been  much  slower  growth 

than  before. 

Thus,  a  comparison  of  the  record  of  growth  of  output,  employment 
and  earnings  in  the  golden  age  with  that  observed  for  these  variables  in 


54 


Table  1.  Trends  in  GDP  Growth:  Regions  and  the  World 

1965-1994 

(Average  annual  percentage  growth) 


1965-1980 

1980-1990 

1990-1994 

Low-income  economies 

(excluding  China  and  India) 

4.8 

2.9 

1.4 

Middle-income  economies 

6.3 

2.5 

0.2 

Sub-Saharan  Africa 

6.0 

1.6 

3.6 

South  Asia  (including  India) 

4.2 

2.1 

0.9 

East  Asia  (including  China) 

All  low-  and  middle-income 

7.3 

7.8 

9.4 

economies 

5.9 

3.2 

1.9 

High  income  economies 

3.8 

3.2 

1.7 

U.S. 

2.7 

3.3 

2.5 

Japan 

6.6 

4.0 

1.2 

Germany 

3.3 

1.9 

1.1 

World 

4.1 

3.1 

1.8 

Source:  World  Bank  (1992  and  1996). 


the  subsequent  period  for  the  advanced  industrial  countries  strongly  sug¬ 
gests  that  with  sufficiently  fast  economic  growth,  countries  can  achieve 
both  full  employment  and  rising  real  wages.  This  is  as  true  of  the  U.S.  as 
of  the  West  European  countries.  The  available  cross-section  evidence  for 
developing  countries  for  the  period  since  1980  also  unambiguously  points 
in  the  same  direction.  As  chart  1  shows,  the  faster  the  economic  growth 
in  a  developing  region  during  die  1980s,  the  faster  was  the  growth  of 
manufacturing  employment.  Moreover,  with  fast  economic  growth,  the 
East  and  South  East  Asian  countries  not  only  achieved  fast  growth  of  formal 
sector  employment  during  the  1980s,  the  real  wages  in  these  countries  rose 
at  a  rate  of  5  percent  per  annum.  The  Latin  American  and  African  countries 
not  only  had  a  decline  in  modern  sector  employment,  but  also  suffered 
reduced  and  stagnant  real  wages  (this  point  is  discussed  further  below). 

This  brings  us  to  the  central  question:  can  the  growth  rates  of  advanced 
industrial  countries  be  raised  to  the  levels  required  to  attain  full  employ¬ 
ment  with  rising  real  wages  as  was,  for  example,  the  case  in  the  golden 
age?  Similarly,  one  can  ask:  can  developing  countries  in  Latin  America 
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Chart  1.  Growth  in  GDP  and  Manufacturing  Jobs,  1981-90 
(annual  average  percent  change) 


GDP  growth 


Source:  Derived  from  ILO  (1995). 


and  Sub-Saharan  Africa  achieve  the  growth  rates  which  would  be  necessary 
to  provide  jobs  to  their  fast-growing  labour  forces  as  well  as  reduce  the 
large  backlog  of  existing  open  and  disguised  unemployment?  The  essential 
argument  of  this  paper  is  that  there  is  in  principle  an  affirmative  answer  to 
each  of  these  questions.  This  argument  will  be  elabourated  in  the  next  two 
sections  by  examining  separately  for  advanced  and  developing  countries  the 
various  possible  constraints  on  the  demand  as  well  as  the  supply  side, 
which  may  be  inimical  to  faster  long-term  economic  growth. 

THE  CONSTRAINTS  ON  FASTER  ECONOMIC  GROWTH: 
ADVANCED  ECONOMIES 

The  record  of  the  golden  age:  the  social  market  economy 

The  first  important  point  to  note  is  that  although  the  growth  performance 
of  advanced  industrial  countries  in  the  period  since  1973  is  considerably 
inferior  to  that  of  the  golden  age,  it  is  very  much  in  line  with  the  historical 
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record  of  these  economies.  That  does  not  make  the  post- 197 3  record 
legitimate  or  acceptable  in  view  of  the  high  degree  of  unemployment  which 
presently  exists.  Nevertheless  it  does  suggest  that  it  is  the  high  growth 
rates  of  the  golden  age  which  are  the  exception,  rather  than  the  rates  of 
the  recent  period. 

Why  were  the  growth  rates  so  high  in  the  golden  age?  Does  that 
period  of  high  employment  and  rapidly  rising  living  standards  have  any 
implications  for  the  contemporary  situation  in  industrial  countries?  As 
these  questions  have  been  examined  at  length  elsewhere  (Singh  1995),  it 
will  suffice  to  summarise  here  the  main  points  of  the  analysis. 

•  The  outstanding  performance  of  industrial  countries  in  the  period 
1950-73  was  not  an  accident,  or  simply  a  favourable  outcome  of  a 
chance  combination  of  circumstances.  It  derived  from  an  economic 
model  which  was  rather  different  from  that  which  prevailed  in  the 
inter-war  period  or  since  the  1980s. 

•  In  descriptive  macro-economic  terms,  the  golden  age  was  characterised 
by  exceptionally  high  rates  of  growth  of  real  demand  and  investment. 
Aggregate  real  demand  in  industrial  countries  increased  at  a  rate  of 
nearly  5  percent  per  annum,  compared  for  example  with  the  post- 197  3 
growth  of  this  variable  at  about  half  that  rate.  Similarly,  during  the 
golden  age,  capital  stock  and  capital  labour  ratio  in  these  countries 
recorded  an  unprecedented  growth.  These  in  turn  generated  high 
growth  rates  of  productivity  and  output,  justifying  past  investment  and 
encouraging  its  continuation  in  a  positive  feedback  loop. 

•  At  a  deeper  economic  level,  this  high  growth  equilibrium  of  the  golden 
age  was  sustained  by  new  institutional  arrangements — indeed  a  new 
economic  system.  This  system  arose  in  Western  European  countries 
in  the  post-war  period  in  response  (a)  to  the  mass  unemployment  of 
the  Great  Depression  and  equally  importantly  (b)  the  confrontation 
between  alternative  socio-economic  orders  (i.e.  the  communist  party- 
led  command  economy  of  the  former  Soviet  Union  and  the  liberal 
capitalistic  economic  system  of  the  U.S.).  This  new  social  market  econ¬ 
omy  was  based  on  cooperative  relationships  between  employees, 
employers  and  the  government  at  die  national  level  and  between  nation 
states  at  the  international  level.  Within  nations,  it  involved  a  social 
consensus,  a  national  compromise  over  the  distribution  of  income  and 
the  fruits  of  economic  progress.  The  central  elements  of  this  compro- 
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mise  were  a  commitment  to  full  employment  and  a  welfare  state  on 
the  part  of  the  employers  and  the  government,  and  a  corresponding 
commitment  to  wage  moderation  on  the  side  of  the  employees.  At  the 
international  level,  following  the  war,  the  world  trade  and  financial 
system  worked  in  a  stable  and  predictable  way  under  the  hegemony  of 
the  U.S.,  the  dominant  economic  power  for  most  of  this  period. 

An  analysis  of  the  reasons  for  the  fall  of  the  golden  age  by  the  mid- 
1970s  and  the  emergence  of  a  rather  different  economic  system  in  the  1980s 
is  provided  by  Glyn  et  al.  (1990).  It  suffices  here  to  note  that  the  new 
post- 1980  economic  order,  which  has  progressed  most  in  the  U.S.  and  die 
U.K.,  emphasises  the  supremacy  of  market  forces;  it  eschews  government 
regulation  of  labour,  product  or  capital  markets,  as  well  as  non-market 
cooperative  relationships  between  governments,  employees  and  employers 
such  as  ‘incomes  policies.’  Similarly,  at  the  international  level,  instead  of 
cooperation  between  nation  states,  economic  relationships  are  increasingly 
dominated  by  market  forces  unleashed  by  liberalisation  and  globalisation. 
The  extent,  if  any,  to  which  this  new  economic  order  constrains  the  current 
and  potential  growth  of  output  in  industrial  countries  will  be  examined 
later. 


Technology  and  unemployment 

Turning  to  supply  side  constraints  on  GDP  growth  in  industrial  countries, 
the  question  of  the  nature  and  pace  of  technological  change  is  clearly 
salient.  There  are  two  inter-related  issues  here: 

•  Is  the  pace  of  technical  change  now  faster  than  before,  and  thus  directly 
responsible  for  the  observed  increase  in  unemployment? 

•  How  does  technical  change  affect  the  potential  growth  of  output? 
The  most  important  technical  change  of  the  post-war  period  is 

undoubtedly  the  information  and  communications  technology  revolution 
(ICT).  Many  students  of  technology  regard  ICT  to  be  on  par  with  the 
previous  major  technical  revolutions  of  the  last  two  centuries  such  as  the 
steam  engine  and  electricity.  However,  ICT  differs  from  the  latter  two 
in  one  important  respect.  In  addition  to  being  an  input  and  facilitating 
production  in  a  wide  range  of  industries,  the  ICT  also  has  direct  outputs, 
in  the  form  of  new  products— e.g.  the  Internet,  CD-ROM,  micro-proces¬ 
sors,  etc.  Another  important  difference  between  ICT  and  electricity  and 
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steam  power  is  that  the  pace  of  technical  change  in  the  former  has  been 
much  faster  with  the  result  that  its  price  has  fallen  far  more  quickly  relative 
to  the  other  two.  Whereas  it  took  almost  fifty  years  for  the  price  of 
electricity  or  of  steam  power  to  be  halved  after  the  beginning  of  their 
commercial  use,  the  price  of  ICT  has  fallen  to  a  fiftieth  of  what  it  was 
twenty- five  years  ago.  An  ordinary  PC  today  costing  about  $2,000  has  as 
much  computing  power  as  the  most  advanced  computer  in  1975  costing 
at  the  time  over  $10  million  (Woodall  1996). 

Nevertheless,  despite  its  potential,  the  ICT  has  not  resulted  in  a  faster 
average  growth  of  productivity  in  industrial  economies.  The  rate  of  produc¬ 
tivity  growth  in  the  OECD  countries  has  been  considerably  lower  in  the 
period  1974-1995  than  during  the  1950s  and  60s.  This  outstanding  fact 
has  two  major  implications.  First  of  all,  it  suggests  that  the  mass  unemploy¬ 
ment  of  the  recent  period  cannot  be  blamed  on  technology.  The  observed 
fall  in  productivity  growth  suggests  a  lower  average  rate  of  technical  change 
rather  than  an  increase.  A  part  of  the  paradox  may  well  be  due  to  the 
incorrect  measurement  of  output  and  productivity  in  the  recent  period  in 
the  national  accounting  statistics  as  some  economists,  probably  rightly, 
suggest.  However,  an  important  part  of  the  answer  to  this  paradox  of  a 
huge  new  technical  revolution  and  yet  no  increase  in  average  productivity 
clearly  lies  in  the  fact  that  the  potential  of  this  technology  is  not  yet  being 
fully  realised.  If  the  rate  of  growth  of  real  aggregate  demand  was  higher, 
this  technology  would  have  more  widespread  use  in  most  branches  of 
industry  and  services,  reducing  their  prices  and,  as  in  the  case  of  previous 
technical  revolutions,  leading  to  a  virtuous  circle  of  increased  demand, 
increased  output  and  increased  growth  of  productivity.  In  short,  the  unuti¬ 
lised  potential  of  the  ICT  revolution  suggests  that  the  rate  of  growth  of 
GDP  in  industrial  countries  is  certainly  not  constrained  by  supply.  If  there 
are  constraints,  it  is  to  the  factors  on  the  demand  side  that  we  must  turn. 


The  mainstream  view:  NAIRU  and  flexible  labour  markets 

However,  contrary  to  the  above  analysis,  many  mainstream  economists 
normally  insist  that  the  chief  constraints  on  employment  and  GDP  growth 
in  advanced  economies  lie  on  the  supply  rather  than  the  demand  side. 
The  most  important  argument  made  in  this  respect  is  that  labour  market 
inflexibilities  constrain  output  and  employment  growth  well  before  full 
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employment  is  reached.  The  formal  analysis  is  conducted  in  terms  of  the 
concept  of  NAIRU,  the  Non-Accelerating  Inflation  Rate  of  Unemploy¬ 
ment.  There  are,  however,  many  well-known  difficulties  with  the  NAIRU 
analysis,  both  at  the  empirical  and  analytical  levels.  I  simply  note  here  that 
the  labour  market  theories  of  unemployment  and  inflation  cannot  explain 
the  long-term  pattern  in  these  variables  in  leading  industrial  countries. 
To  illustrate,  the  labour  markets  were  much  more  flexible  in  the  1930s 
compared  with  the  1960s,  and  yet  the  1930s  had  mass  unemployment  (and 
low  inflation)  and  the  1960s  had  full  employment  and  also  low  inflation. 
Contrary  to  the  NAIRU  analysis,  real  product  wages  rose  more  in  the 
1960s  than  they  did  in  the  1930s  and  yet  there  was  fuller  employment  in 
the  later  period  than  in  the  earlier  one. 

The  exponents  of  NAIRU  set  great  store  by  the  recent  employment 
experiences  of  the  U.S.  and  Western  Europe.  It  is  argued  that  the  main 
reason  why  the  U.S.  today  has  lower  unemployment  than  Western  Europe 
is  because  of  its  relatively  much  more  flexible  labour  markets.  This  argu¬ 
ment,  however,  fails  to  take  into  account  the  fact  that  the  U.S.  had  more 
flexible  labour  markets  than  Western  Europe  in  the  1950s  and  1960s  as 
well.  In  the  earlier  period,  European  countries  enjoyed  a  far  superior 
employment  record  to  that  of  the  U.S. 

As  suggested  before,  the  missing  variable  in  the  above  analysis  is  the 
rate  of  growth  of  real  demand  and  output.  The  main  reason  for  the  superior 
employment  record  of  the  European  countries  in  the  golden  age  compared 
with  either  the  interwar  period  or  the  1980s,  was  the  much  faster  growth 
of  real  demand  and  output  in  that  period. 

The  emphasis  above,  and  indeed,  throughout  this  paper,  on  real 
demand  is  deliberate.  It  points  to  the  fact  that  the  “demand  problem” 
today  cannot  simply  be  solved  by  normal  expansionary  monetary  and  fiscal 
policy.  The  post  World  War  II  economic  history  of  industrial  countries 
suggests  that  unless  there  is  a  restraining  institutional  mechanism  with 
respect  to  wages  and  incomes,  monetary  and  fiscal  expansion  will  simply 
lead  to  an  increase  in  money  demand  rather  than  real  demand  as  the 
economy  moves  towards  fuller  employment  on  a  sustained  basis.  This 
suggests  that  a  main  constraint  on  the  growth  of  real  demand  is  an  institu¬ 
tional  one:  the  absence  of  income  and  wage  coordination  policies  which 
were  an  important  part  of  the  golden  age  consensus. 

It  might  parenthetically  be  noted  that  although  there  is  some  common 
ground  between  the  NAIRU  analysis  and  that  outlined  above,  there  are 
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also  profound  differences  both  with  respect  to  the  overall  analytical  per¬ 
spective  and  policy  conclusions.  Instead  of  recommending  greater  labour 
market  flexibility7  in  order  to  increase  employment  (through  measures  such 
as  reducing  trade  union  rights  or  cutting  welfare  state  benefits),  the  present 
paper  emphasises  the  role  of  the  growth  of  real  demand  through  non- 
market,  co-operative  and  collective  institutional  mechanisms. 

Liberalisation ,  globalisation  and  the  demand  constraint 

In  addition  to  the  absence  of  the  domestic  institutional  mechanisms  which 
can  constrain  real  demand  growdi  as  outlined  above,  there  are  also  today 
other  important  constraints  on  demand  growth  at  the  international  level. 
The  latter  emanate  from  the  liberalisation  of  national  economies,  and  the 
globalisation  of  markets,  which  has  occurred  in  the  last  10  to  15  years.  A 
very  important  part  of  this  process  in  the  present  context  is  the  free 
movement  of  capital  across  the  exchanges  for  most  industrial  countries 
and,  increasingly,  for  many  developing  economies. 

In  contemplating  the  shape  of  a  liberal  international  economy  in  the 
post-war  period,  Keynes  was  most  concerned  with  the  problem  of  how 
the  balance  of  payments  disequilibria  between  nations  may  be  resolved  at 
a  rate  of  growth  of  world  demand  which  was  adequate  for  full  employment. 
He  noted  that: 

“the  problem  of  maintaining  equilibrium  in  the  balance  of  payments 
between  countries  has  never  been  solved  .  .  .  the  failure  to  solve 
this  problem  has  been  a  major  cause  of  impoverishment  and  social 
discontent  and  even  wars  and  revolutions  ...  to  suppose  that  there 
exists  some  smoothly  functioning  automatic  mechanism  of  adjust¬ 
ment  which  preserves  equilibrium  if  only  we  trust  matters  of  laissez 
faire  is  a  doctrinaire  delusion  which  disregards  the  lessons  of  histori¬ 
cal  experience  without  having  behind  it  the  support  of  sound  the¬ 
ory.”  (Moggridge  1980,  pp.  21-22) 

The  Bretton  Woods  institutions  were  designed  to  cope  with  this  prob¬ 
lem.  During  the  golden  age,  notwithstanding  their  many  weaknesses,  these 
institutions,  with  active  help  from  favourable  US  government  policies 
(eg.  the  Marshall  Plan),  were  able  to  ensure  that  balance  of  payments 
disequilibria  were  indeed  resolved  at  high  rates  of  growth.  However,  fol¬ 
lowing  the  demise  of  the  Bretton  Woods  regime,  the  payments  equilibria 


61 


between  countries  under  financial  liberalisation  has  only  been  maintained 
at  low  rates  of  growth  of  real  world  demand.  In  addition  to  this  important 
factor,  there  are  also  other  ways  in  which  the  current  liberalised  and 
globalised  international  economic  regime  can,  and  has,  constrained  aggre¬ 
gate  demand. 

Firstly,  individual  industrial  countries  have  been  obliged  by  financial 
markets  to  follow  generally  restrictive  economic  policies,  because  expan¬ 
sionary  policies  are  punished  by  the  markets  and  become  unviable.  In  the 
formation  of  average  market  opinion,  far  more  weight  is  given  to  the 
perceived  dangers  of  inflation  rather  than  to  the  need  to  obtain  full  utilisa¬ 
tion  of  resources.  Eatwell  (1995)  outlines  a  process  by  which  such  market 
psychology  becomes  predominant. 

Secondly,  unfettered  capital  movements  provide  enormous  scope  for 
destabilising  speculation  which  in  turn  leads  to  high  volatility  of  financial 
variables  such  as  exchange  rates  and  the  nominal  rate  of  interest.  These 
in  turn  can  affect  real  variables  such  as  investment  both  directly  and 
indirectly.  Investment  is  discouraged  directly  by  the  rising  cost  of  capital 
which  is  in  part  caused  by  volatility  in  financial  variables.  In  addition, 
the  greater  overall  uncertainty  which  now  increasingly  characterises  the 
economic  environment  as  well  as  the  bigger  fluctuations  in  almost  all  the 
components  of  final  demand  also  have  a  negative  effect  on  the  corporate 
inducement  to  invest.  The  net  result  of  all  these  factors  is  the  observed 
low  rates  of  growth  of  aggregate  demand,  output  and  employment. 

LABOUR  MARKETS  AND  GROWTH  IN  DEVELOPING 
COUNTRIES 

Developing  country  labour  markets 

Turning  to  developing  countries,  the  first  important  point  to  note  is  that 
it  would  be  difficult  to  explain  the  serious  employment  situation  and  the 
reductions  in  real  wages  in  Latin  American  and  African  countries  during 
the  last  1 5  years  in  terms  of  the  rigidities  of  their  labour  markets.  In  static 
terms,  there  may  well  be  many  rigidities  and  imperfections  in  these  markets, 
but  it  is  important  to  appreciate  that  the  experience  of  this  period  indicates 
that  over  time,  these  markets  have  responded  well  and  quickly  to  economic 
changes.  Real  wages,  for  example,  fell  by  as  much  as  fifty  per  cent  in 
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countries  like  Mexico  during  the  economic  downturn  of  the  1980s  and 
rose  somewhat  in  the  subsequent  upturn.  In  other  words,  labour  markets 
have  been  flexible  in  a  dynamic  sense. 

Moreover,  aggregate  cross-section  data  on  real  earnings  and  employ¬ 
ment  for  the  developing  regions  do  not  provide  any  support  for  the  labour 
market  theories  ot  employment.  In  Latin  America  and  Sub-Saharan  Africa 
there  were  enormous  falls  in  real  earnings  in  the  1980s:  of  the  order  of 
more  than  ten  per  cent  per  annum  in  Sub-Saharan  Africa  and  over  three 
per  cent  per  annum  in  Latin  America  and  the  Caribbean  (see  Table  2). 
As  seen  earlier,  these  large  reductions  in  real  earnings  did  not,  however, 
lead  to  an  improvement  in  the  employment  situation,  but  rather  to  a 
deterioration.  In  contrast,  in  the  East  Asian  countries,  there  was  a  phenom¬ 
enal  increase  in  real  wages — at  a  rate  of  over  5  percent  per  annum.  Yet 
this  growth  of  earnings  was  accompanied,  as  noted  before,  by  a  large 
increase  in  modern  sector  employment.  In  fact,  in  many  of  the  East  Asian 
countries,  there  were  significant  labour  shortages  which  were  met  by  immi¬ 
gration  from  abroad. 

Table  2.  Real  Earnings  in  Manufacturing 


Region 

Years 

Average  annual  rate  of 
growth  (percentage) 

Sub-Saharan  Africa3 

1975-80 

-0.6 

1980-88 

-12.3 

Latin  America  and  the  Caribbean 

1971-80 

-2.13 

1981-92 

-3.13 

East  and  South  East  Asia1’ 

1971-80 

5.32 

1981-90 

5.12 

Index  manufacturing  real 
earnings  per  employee 
(1987=100) 

South  Asia' 

1971 

86.2 

1980 

87.4 

1985 

91.5 

Source:  ILO  (1995). 

“Real  annual  earnings  per  employee  in  manufacturing,  1987  ($). 
bComprises  Indonesia,  Republic  of  Korea,  Malaysia,  Philippines  and  Thailand. 
'Comprises  Bangladesh,  India,  Pakistan  and  Sri  Lanka. 
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I  he  essential  reason  why  both  real  wages  and  employment  expanded 
in  East  Asia,  whilst  both  fell  in  Latin  America  and  Sub-Saharan  Africa, 
lies  in  the  differences  in  the  real  rates  of  growth  of  aggregate  demand  and 
output  for  countries  on  the  three  continents.  The  Latin  American  and 
African  economies  became  severely  balance-of-payments  constrained  dur¬ 
ing  the  1980s  as  a  consequence  of  the  debt  crisis  and  therefore  could 
maintain  only  low  rates  of  growth  of  real  aggregate  demand  and  produc¬ 
tion.  The  East  Asian  economies  escaped  the  debt  crisis  and  were  thereby 
able  to  maintain  their  previous  high  rates  of  growth  of  real  demand  and 
GDP  (Singh  1993  and  1994). 


Constraints  on  the  South’s  economic  growth 

The  above  analysis  leads  us  finally  to  the  question  whether  developing 
countries  in  Latin  America  and  Sub-Saharan  Africa  can  achieve  in  future 
the  growth  rates  required  to  provide  jobs  to  the  new  entrants  to  the  labour 
force  as  well  as  reduce  the  current  backlog  of  unemployment  and  under¬ 
employment.  Econometric  studies  suggest  that  in  order  to  be  able  to 
employ  a  labour  force  which  is  growing  at  a  rate  of  3  percent  per  annum, 
at  the  existing  wage  rates,  a  developing  economy  would  have  to  grow  at 
about  6  percent  per  annum. 

At  one  level,  the  answer  to  the  question  as  to  whether  Latin  American 
countries  can  achieve  such  growth  rates  is  straightforward.  They  have 
recorded  such  growth  rates  in  the  not  too  distant  past — between  1950  and 
1980.  There  is  no  reason  at  all  why,  at  least  on  the  supply  side,  they  should 
not  be  able  to  achieve  similar  or  higher  growth  rates  in  years  to  come. 

However,  the  situation  is  more  complex.  In  the  recent  period,  the 
Latin  American  countries  have  been  following  the  Washington  Consensus 
and  have  been  enthusiastically  liberalising  their  economies.  They  have 
unilaterally  greatly  reduced  their  tariffs  and  liberalised  their  financial 
regimes  in  order  to  attract  foreign  capital,  which  they  duly  did.  Spurred 
by  the  euphoria  about  the  Washington  Consensus  and  the  emerging  mar¬ 
kets,  as  well  as  by  other  factors,  Latin  American  countries  received  enor¬ 
mous  inflows  of  funds  between  1990  and  1994,  largely  from  U.S.  institu¬ 
tional  investors.  These  funds  relaxed  the  foreign  exchange  constraint  and 
enabled  many  Latin  American  countries  to  resume  the  process  of  real 
economic  growth  after  the  lost  decade  of  the  1980s. 
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As  Rodrik(1994)  and  Krugman  (1995)  point  out,  however,  these  portfo¬ 
lio  flows  to  Latin  America  were  not  responding  to  fundamentals  but  repre¬ 
sented  a  misplaced  euphoria  and  a  ‘herd’  instinct.  The  market  was  not 
rewarding  virtue,  frugality  and  restraint,  but  in  many  countries  subsidising 
consumption  at  the  expense  of  investment.  Despite  evidence  that  countries 
like  Mexico  were  running  huge  current  account  deficits  and  using  inflows 
largely  for  current  consumption,  such  flows  continued.  The  Mexican  trade 
balance  shifted  from  a  small  surplus  in  1988  to  a  deficit  of  US  $20  billion 
in  1993;  the  current  account  deficit  was  about  6  percent  of  GDP  in  1993 
and  9  percent  in  1994.  Financial  and  trade  liberalisation  policies  led  to  a 
fall  in  private  savings  from  roughly  1 5  percent  to  5  percent  of  GDP  despite 
high  interest  rates  (Taylor  and  Piper  1996).  Notwithstanding  huge  capital 
inflows  in  the  1990s,  Mexico’s  rate  of  economic  growth  during  1990-94 
was  only  2.5  percent  p.a. — barely  equal  to  the  rate  of  population  growth. 

The  speculative  bubble  burst  in  December  1994,  when  portfolio  flows 
to  Mexico  suddenly  stopped.  Share  prices  fell  sharply,  not  only  in  Mexico 
but  also,  through  the  “contagion  effect,”  in  most  emerging  markets.  The 
impact  on  the  real  economy  was  devastating — real  GDP  fell  by  7  percent 
in  Mexico  and  by  5  percent  in  Argentina.  Thus,  even  when  financial 
markets  have  been  expansionary,  their  bandwagon  and  herd  characteristics 
generate  considerable  instability  for  the  real  economy. 

Consequently,  under  the  Washington  consensus  policies,  the  real  econ¬ 
omy  of  Latin  American  countries  expanded  at  a  very  low  rate — 3  to  3.5 
percent  per  annum — in  the  1990s.  Singh  (1996)  has  suggested  that  the 
basic  difficulty  lies  in  the  fact  that  the  Latin  American  countries  opened 
up  too  much  and  too  suddenly  to  the  international  economy,  both  in  the 
financial  and  product  markets,  so  as  to  be  able  to  sustain  a  desired  current 
account  position  at  the  socially  necessary  growth  rate  of  6  percent  or  so 
per  annum.  Instead  of  a  doctrinaire  pursuit  of  more  or  less  free  trade  and 
virtually  unimpeded  capital  flows,  Singh  proposes  a  set  of  pragmatic  policies 
to  assist  the  Latin  American  real  economy.  These  policies  involve,  inter 
alia,  a  considerable  regulation  of  external  capital  flows,  but  also  a  relatively 
modest  degree  of  control  over  imports.  Unfettered  capital  markets  and 
unrestricted  trade  liberalisation  would  not  appear  to  represent  the  optimal 
degree  of  openness  for  most  Latin  American  economies  at  the  present 
juncture. 
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Finally,  unlike  the  Latin  American  economies,  in  the  case  of  the  African 
countries,  supply  side  constraints  on  economic  growth  are  more  plausible. 
Although  they  are  constrained  by  their  balance  of  payment  position  (in 
turn  attributable  in  considerable  measure  to  low  commodity  prices),  there 
are  also  in  these  countries  serious  supply  side  problems,  not  least  those  of 
governance  and  infrastructure. 

CONCLUSION 

The  essential  argument  of  this  paper  has  been  that  unemployment  in  the 
North  and  in  large  parts  of  the  South  is  due  to  a  trend  reduction  in  the 
rate  of  growth  of  output  in  these  economies  during  the  last  two  decades 
or  so.  The  solution,  therefore,  must  entail  a  restoration  of  economic  growth 
in  the  North  to  its  golden  age  levels,  and  growth  in  the  Latin  American 
countries  to  their  long-term  trend  rates  of  1950-1980.  This  should  go  a 
long  way  towards  fully  addressing  the  employment  deficits  in  these  econo¬ 
mies  on  a  sustained  basis.  Moreover,  it  is  argued  here  that  such  growth  is 
perfectly  feasible  on  the  supply  side.  Not  only  are  there  unutilized  human 
resources,  but  also,  significantly,  there  is  a  huge  backlog  of  technology  in 
the  form  of  the  information  and  communications  technology  revolution, 
whose  full  potentials  are  far  from  being  realised. 

The  central  constraint  on  fast  economic  growth  in  the  world  economy 
is  therefore  not  failure  on  the  supply  side,  but  on  the  demand  side.  To 
that  extent,  it  is  a  self-inflicted  wound,  arising  from  the  inefficiencies  or 
the  absence  of  the  appropriate  coordinating  economic  mechanisms.  The 
paper  suggests  that  in  order  to  achieve  the  required  rates  of  growth  of 
real  demand  (to  attain  the  desired  output  and  employment  objectives) 
deep  institutional  changes  will  be  necessary,  both  at  the  national  and 
international  levels  in  the  world  community  of  nations. 

These  institutional  changes  are  analysed  and  examined  at  length  in 
Singh  (1995).  To  summarize,  what  is  required  at  the  international  level  is 
for  governments  to  agree  to  (a)  give  chief  priority  to  the  employment 
problem;  (b)  symmetrical  adjustment  in  deficit  and  surplus  countries; 
(c)  macro-economic  policy  coordination,  particularly  between  industrial 
countries  via  a  multilateral  mechanism.  Originally  this  was  the  intended 
role  of  the  IMF,  instead  of  which  it  has  mostly  been  used  to  discipline 

the  South. 
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Parallel  to  these  external  coordinating  mechanisms,  and  perhaps  even 
more  importantly,  it  is  necessary  to  have  appropriate  mechanisms  at  the 
national  level,  to  coordinate  wage  levels  in  leading  industrial  countries — 
rather  than  the  current  policies  which  center  around  labour  market  flexibil¬ 
ity  and  deregulation.  Indeed,  pay  coordinating  policies  only  work  if  they 
are  not  seen  simply  as  mechanisms  to  reduce  workers’  real  wages  to  correct 
short-term  macro-economic  disequilibria,  but  are  regarded  as  long  run 
measures  leading  to  a  fair  and  more  progressive  income  distribution 
over  time. 

NOTES 

1.  See  Singh  (1988)  and  Peters  (1994). 

2.  See  further  Glyn  et  al  (1990);  Kindleberger  (1992);  Singh  (1995);  Crafts 
and  Toniolo  (1996). 

3.  See  Maddison  (1982). 

4.  Fora  comparative  analysis  of  economic  development  of  developing  countries 
in  different  regions  see  further  Singh  (1993,  1994  and  1995a);  World  Bank  (1991 
and  1993),  among  others. 

5.  In  the  U.S.,  the  annual  growth  rate  required  for  the  economy  to  start 
creating  net  additional  jobs  during  1960-1973  was  2.3  percent;  between  1974-1995, 
the  corresponding  rate  has  only  been  0.7  percent.  See  further,  ILO  (1996). 

6.  Boltho  and  Glyn  (1995)  report  that  employment  elasticity  of  GDP  growth 
for  advanced  industrial  countries  rose  from  0.49  percent  during  1975-82  to  0.63 
percent  during  1982-93. 
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T 

JLhe  responses  received  on  my  earlier  paper  illus¬ 
trate  the  virtues  of  policy  dialogue:  as  Hamlet  would  say  to  Horatio  “there 
are  more  things  in  heaven  and  earth  than  are  dreamt  of  in  your  philosophy.” 
It  is  the  role  of  voices  from  India,  Lithuania,  or  Brazil — and  even  London, 
Paris,  The  Hague  or  Northwestern  University — to  remind  this  fact  to 
anyone  with  an  inclination  to  build  a  global  theory.  Nevertheless,  most 
of  the  responses  received  were  sympathetic  with  the  thrust  of  the  ideas 
presented  in  “Rival  States,  Rival  Firms:  Where  Do  People  Fit  In?”  (which 
I  will  henceforth  refer  to  as  Grunberg  1996).  Rather  than  arguing  the  fine 
points,  this  rejoinder  aims  at  three  goals:  to  look  back  on  my  previous 
study  and  assess,  with  hindsight,  how  the  hypothesis  of  a  “global  demand 
shortfall”  stood  the  test  of  time;  to  review  and  analyse  the  reactions  received 
on  the  study;  and  finally,  to  report  new  ideas  or  experiences  that  have 
emerged  since  then. 

GOOD  EMPLOYMENT  FOR  ALL:  A  UTOPIA? 

Work  is  the  principal  source  of  income  for  most  of  the  world’s  people,  so 
hopes  for  development  largely  hinge  on  the  expectation  of  more  work, 
and  therefore,  income  opportunities.  But  is  “work  for  all”  still  a  reasonable 


*  The  views  expressed  here  do  not  necessarily  reflect  those  of  the  institution  with  which  the 
author  is  affiliated. 
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expectation  for  all  countries?  Can  a  path  be  clearly  identified,  that  would 
lead  “from  here,  to  there” — from  good  policies,  to  good  development  and 
productive  employment? 

Until  recently,  Southeast  Asian  countries  were  the  role  models  par 
excellence ,  with  their  high  rates  of  growth,  ever  increasing  demand  for 
labour,  higher  wages  and  higher  human  development  indicators.  Yet,  the 
financial  crisis  there  is  reversing  many  of  these  gains.  Granted,  the  crisis 
was  largely  financial  in  origin.  But  some  of  its  deeper  roots  lay  in  a  loss 
of  competitiveness,  resulting  in  chronic  trade  deficits.  This  points  to  a 
situation  familiar  to  developed  countries,  and  to  a  possible  link  with  the 
effects  of  ill-managed  globalisation. 

As  early  as  December  1996,  even  before  the  financial  crisis  struck,  the 
Republic  of  Korea,  hitherto  a  textbook  success  story,  was  forced  to  revise 
some  of  its  existing  labour  standards.  For  example,  it  passed  a  law  making 
it  easier  for  companies  to  lay  off  employees  and  banning  multiple  unions 
at  any  work  site  until  2002.  The  new  law,  forced  by  a  slowdown  in  export 
competitiveness  and  a  deteriorating  trade  balance,  created  widespread 
unrest  and  industrial  action.  Not  only  did  progress  in  labour  standards  fail 
to  move  forward,  an  actual  reversal  occurred.  Ffence,  Korea  had  barely 
joined  the  club  of  “developed”  countries,  when  it  immediately  shared 
in  the  strains  of  the  developed  world — growing  unemployment  and  the 
deterioration  in  job  security.  Is  it  worth,  then,  travelling  the  path  of  devel¬ 
opment,  if  progress  is  inherently  reversible? 

In  an  earlier  commentary  on  Grunberg  1996,  Meghnad  Desai  puts  it 
bluntly:  “To  insist  that  there  be  jobs  as  well  as  high  wages  for  everybody 
is  utopian.”  Indeed,  far  from  moving  into  a  situation  of  “high  wages 
for  everybody,”  the  world  is  increasingly  drifting  away  from  the  goal  of 
remunerative  and  stable  employment  for  most  households.  According  to 
the  1997  UN  Report  on  the  World  Social  Situation ,  over  the  past  twenty' 
years,  the  share  of  total  employment  that  is  part-time  has  increased — 
reaching  20  percent  of  the  work  force  in  10  developed  economies  (United 
Nations  1997).  Temporary  employment  has  increased  in  most  developed 
countries,  except  Italy  and  Denmark.  The  Organisation  for  Economic 
Co-operation  and  Development’s  (OECD)  data  also  shows  that  low-paid 
employment  constitutes  one-quarter  of  all  employment  in  the  US,  and 
that  real  wages  have  failed  to  follow  their  1960-1973  trend  increases  in 
most  developed  countries.  In  the  United  States,  full-time  employment  at 
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the  minimum  wage  yields  slightly  more  than  $10,000  a  year — less  than 
the  poverty  level  for  a  family  of  four,  which  stands  at  $15,000. 

In  developing  countries,  the  level  of  the  legal  minimum  wage  has  fallen 
sharply  as  a  proportion  of  the  average  wage,  and  the  share  of  wages  in  the 
value  added  of  manufacturing  has  shrunk  in  a  large  sample  of  LDCs  (ILO 
1997).  In  Latin  America  and  Sub-Saharan  Africa,  the  share  of  the  informal 
(less  protected  sector)  in  total  employment  has  increased.  There  is  consid¬ 
erable  turnover  in  low-paid  jobs  in  all  OECD  countries  although,  for  the 
labour  market  as  a  whole,  the  International  Labour  Organisation  (ILO) 
found  no  overall  trend  increase  in  job  turnover.1 

As  reported  in  our  earlier  study,  there  seems  to  be  a  trade-off  between 
the  quantity  and  the  quality  of  work — a  dilemma  between  a  “European 
disease”  of  high,  nominal  unemployment,  and  an  “American  disease”  of 
high  job  availability,  but  low  job  quality.  The  latter  situation  may  be  found 
in  countries  where  the  labour  market  is  less  regulated,  or  where  a  large 
section  of  the  labour  market  is  informal — in  de  facto  non-compliance  with 
labour  regulations. 

GETTING  POLICY  PRIORITIES  RIGHT 

Dealing  with  the  trade-off  between  quality  and  quan  tity  of 
employment 

Given  this  dilemma,  how  should  policy  goals  be  articulated?  First  of  all, 
one  should  be  sure  that  sacrifices  in  terms  of  job  quality  are  not  made  in 
vain.  Therefore,  the  trade-off  between  flexibility  and  employment  creation 
has  to  be  firmly  established  empirically.  Indeed,  attempts  to  combat  unem¬ 
ployment  by  reducing  labour  market  “rigidities”  have  often  failed.  In  its 
July  1996  Employment  Outlook ,  the  OECD  reveals  that  faster  rates  of  hiring 
and  firing  (higher  labour  turnover  rates)  do  not  correlate  with  a  better 
employment  performance  in  comparative  studies  (OECD  1996).  The  study 
questions  the  necessity  and  efficiency  of  structural  changes  in  labour  mar¬ 
kets,  and  warns  that  policies  which  try  to  encourage  more  turnover  might 
create  disincentives  to  invest  in  human  capital. 

Another  study  quoted  in  the  same  volume  reveals  that  labour  market 
flexibility  does  not  necessarily  translate  into  more  and  better  opportunities 
for  work.  Countries  with  a  large  dispersion  of  earnings  are  also  those 
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where  low-paid  workers  find  it  hardest  to  move  up  into  better-paying  jobs. 
After  five  years,  34  percent  of  low-paid  workers  in  the  US  continued  to 
be  low-paid,  while  only  6  percent  of  Danish  low-paid  workers  were  (low- 
paid  being  defined  as  earning  less  than  two-thirds  of  the  median  wage). 

Therefore,  research  has  now  turned  to  precisely  the  features  of  labour 
protection  that  may  be  inimical  to  employment  creation.  A  good  correla¬ 
tion  has  been  found,  in  OECD  countries,  between  rates  of  unemployment 
and  the  costs,  for  the  employer,  of  laying  off  employees.2 

If  we  agree  that  there  is  a  fixed  correlation  between  labour  market 
flexibility  and  rate  of  employment,  we  can  perhaps  represent  this  as  an 
upward-sloping  curve,  with  the  x  axis  representing  flexibility  and  the  y 
axis  standing  for  employment  (see  Figure  1).  To  improve  employment, 
the  predominant  advice  has  then  been  to  move  the  economy  up  this  curve, 
to  a  state  of  higher  flexibility  and  higher  employment  creation. 

One  person’s  flexibility  is  another  person’s  insecurity,  however.  Labour 
market  “rigidities”  often  contribute  to  human  development  by  providing 
for  a  more  family-friendly  workplace,  or  by  smoothing  out  the  job-related 
disruptions  in  people’s  lives  and  incomes.  Therefore,  progress  on  the 


Figure  1 .  The  trade-off  between  quality  and  quantity  of  work 
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employment  front  should  be  qualified  according  to  whether  or  not  it  is 
realised  at  the  expense  of  the  more  qualitative  dimensions  of  work. 

The  North-American/British  model  of  high  employment  creation  and 
market  place  flexibility  has  been  challenged  on  these  grounds.  Data  has 
shown  that  American  workers,  for  example,  need  to  work  longer  hours  to 
maintain  the  same  standard  of  living,  with  many  cumulating  two  or  three 
jobs — which  are  counted  the  same,  in  conventional  statistics,  as  full-time 
jobs.  A  governmental  income  study  in  Canada  has  revealed  that,  in  spite 
of  employment  gains,  average  real  incomes  have  fallen  by  6  percent  in  just 
five  years,  between  1990  and  1995.  Since  1980,  the  average  real  wage 
for  young  people  (entry-level  positions)  has  dropped  from  C$13,000  to 
C$8,000  ( Financial  Times  1998). 

Beyond  the  social  dimensions,  there  is  also  a  double  economic  rationale 
for  achieving  high  labour  standards.  From  a  micro-economic  viewpoint, 
the  effective  presence  of  labour  standards  in  an  economy  changes  the 
nature  of  competition  between  firms,  and  therefore  the  nature  of  efficiency 
gains.  As  a  general  rule,  firms  compete  on  the  open  market  either  through 
better  management,  better  technology,  better  planning,  etc.,  or  by  lowering 
the  compensation  or  benefits  of  their  workers.  Clearly,  the  first  kind  of 
competition  is  benign,  creating  a  virtuous  circle  of  higher  learning  and 
efficiency  gains,  while  the  second  kind  is  a  zero-sum  game — what  is  gained 
by  the  company  is  lost  by  the  workers.  In  addition,  in  the  absence  of  a 
“floor,”  this  kind  of  competition  creates  a  downward  spiral  of  lower  wages 
and  lower  benefits.  The  existence  of  a  standard  labour  “floor”  encourages 
the  first  kind  of  competition,  creating  “benign”  efficiency  gains. 

Then,  there  is  the  macro-economic  dimension.  Labour  standards,  and 
especially  job  security,  are  often  necessary  to  maintain  consumer  demand. 
In  China,  for  example,  the  current  slump  in  aggregate  demand  has  been 
traced  to  the  effects  of  job  insecurity  related  to  the  restructuring  of  state 
enterprises — a  point  to  which  we  will  return  later. 


Toward  a  Quality -Adjusted  Rate  of  Unemployment 

With  this  in  mind,  and  given  that  we  have  no  guarantee  that  moves 
toward  labour  market  flexibility  will  result  in  employment  gains,  the  policy 
objective  should  be  to  obtain  higher  rates  of  employment  without  sacrificing 
the  quality  of  the  jobs  offered.  Full-time,  productive,  remunerative  jobs 
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with  benefits  are  important  ingredients  toward  sustainable  human 
development. 

In  Figure  1,  we  have  drawn  the  presumed  trade-off  between  the  quality 
and  the  quantity  of  employment.  Orthodox  policy  recommendations  have 
centered  on  moving  up  the  curve — toward  higher  employment  and  higher 
flexibility  (or  lower  standards).  But  we  need  to  move  beyond  this  trade¬ 
off.  Policy  objectives  should  seek  to  shift  the  whole  schedule  upwards,  as 
in  Figure  2,  thereby  improving  employment  while  holding  steady  the 
degree  of  workers’  protection,  and  even  improving  it. 

In  fact,  one  could  compute  a  “Quality-Adjusted  Rate  of  Unemploy¬ 
ment,’’  or  QARU,  that  would  help  assess  whether  economies  have  truly 
moved  into  more  employment,  or  whether  the  quantitative  changes  are 
masking  qualitative  deteriorations.  In  Figure  2,  the  move  from  C  to  D  is 
an  improvement  in  the  QARU,  whereas  in  Figure  1 ,  the  move  from  A  to 
B  has  not  improved  the  QARU,  even  though  the  cruder  rates  of  unemploy¬ 
ment  have  improved. 

The  QARU  would  correct  die  prevailing  simplification  that  exists  in 
international  comparisons  of  labour  market  performance.  It  could  become 
a  more  appropriate  policy  target  than  the  current  rate  of  unemployment 


Figure  2.  A  new  policy  objective — moving  from  C  to  D 
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(RU),  or  at  least  one  that  could  better  embody  concerns  for  human 
development. 

How  do  we  calculate  the  QARU?  The  Quality-Adjusted  Rate  of  Unem¬ 
ployment  could  be  constructed  as  the  rate  of  unemployment  (RU)  a  country 
would  have  if  it  were  to  implement  a  standard  set  of  social  protections. 
For  example,  while  the  current  U.S.  rate  of  unemployment  is  4.5  percent,  it 
might  be  5  or  6  percent,  if  employer-supported,  universal  medical  insurance 
were  to  exist. 

An  alternative  would  be  to  construct  the  QARU  by  estimating  the 
proportion  of  the  currently  employed  population  that  effectively  enjoys  a 
standard  set  of  benefits,  and  then  by  taking  this  number  as  the  basis 
for  calculating  the  rate  of  quality  employment.3  This  would  allow  both 
international  and  inter-temporal  comparisons,  making  it  possible  for  pol¬ 
icy-makers  to  measure  progress  on  the  employment  front  with  a  yardstick 
reflecting  sustainable  human  development. 

TACKLING  UNEMPLOYMENT:  WHAT  HAVE  WE  LEARNT? 

New  doubts  on  favourite  concepts 

As  the  scholarly  and  policy  community  constantly  searches  for  answers  to 
our  common  challenges,  ideas  and  concepts  are  being  launched,  adopted, 
tested,  modified  or  discarded.  In  the  case  of  global  unemployment,  the 
life  cycles  of  two  important  concepts,  jobless  growth  and  NAIRU  have 
decidedly  moved  forward  since  1996. 

The  end  of  jobless  growth? 

Many  respondents  to  Grunberg  (1996),  such  as  John  Eatwell,  Ajit  Singh 
or  Azizur  Rahman  Khan,  are  critical  of  the  empirical  reality  of  “jobless 
growth.”  Indeed,  new  evidence,  presented  in  particular  in  the  1996-1997 
report  of  the  International  Labour  Office  points  to  an  increasing,  not  a 
decreasing,  employment  elasticity  of  growth  (ILO  1997).  Growth  seems 
to  create  more  jobs  than  in  the  past,  in  part  because,  as  Ajit  Singh  points 
out,  productivity  growth  has  slowed  down — it  still  takes  many  workers  to 
produce  the  same  amount  of  goods  and  services. 

The  emerging  consensus,  therefore,  is  that  “jobless  growth”  is  not  as 
pervasive  as  it  was  once  thought  to  be.  The  US  experience,  in  which  an 
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economic  upturn  contributed  to  the  decrease  of  unemployment  rates  from 
6  percent  in  1995  to  4.5  percent  in  1999  is  contributing  to  die  prevail¬ 
ing  optimism. 

There  have  been,  nonetheless,  episodes  when  job  destruction  was 
higher  than  job  creation,  even  as  GDP  growth  was  positive  (as  in  Europe 
in  the  early  1990s),  making  jobless  growth  an  occasional  phenomenon, 
rather  than  a  global  trend.  John  Eatwell  (this  volume)  provides  a  persuasive 
explanation  of  the  dynamics  behind  jobless  growth.  His  explanadon  is 
framed  in  terms  of  disguised  unemployment.  When  an  economy  picks  up 
speed,  those  workers  that  were  occupied  in  casual,  part-time,  low  produc¬ 
tivity  jobs  (but  not  registered  as  “unemployed”),  switch  to  better  jobs. 
The  change,  which  is  qualitative  rather  than  quantitative,  does  not  register 
in  the  statistics.  The  movements  in  and  out  of  low-productivity  employ¬ 
ment  would  be  interesting  to  study  further.  In  developing  countries,  as 
described  by  Rachel  Kurian  in  this  volume,  most  internal  migrations  are 
away  from  low-productivity  agriculture.  In  a  sense,  massive  migration  to 
the  cities  end  up  “creating  unemployment,”  because  many  migrants  swell 
the  ranks  of  the  urban  unemployed,  where  they  were  previously  occupied 
with  low-productivity,  traditional  livelihoods. 

The  end  ofNAlRU 

The  US  experience  in  1995-1999  also  contributed  to  further  doubts 
regarding  another  concept,  the  NAIRU,  a  rate  of  unemployment  that 
could  not  be  improved  in  a  given  economy  without  triggering  inflation. 
The  concept  had  already  been  seriously  eroded  by  economists  such  as 
James  Galbraith  or  Robert  Eisner  (see  Robert  Eisner’s  contribution  to 
this  volume,  as  well  as  Ajit  Singh’s).  But  when  the  US  jobless  rate  dipped 
relentlessly  below  6  percent  with  no  sign  of  increasing  inflation,  for  many 
the  experience  signalled  the  end  of  NAIRU,  at  least  as  a  single,  crude 
threshold.  Economists  then  became  interested  in  building  several  NAIRUs, 
but  overall,  the  NAIRU  was  lost  as  a  symbol  of  the  grim  dilemma  between 
unemployment  and  inflation. 

The  belief  in  an  “iron  law  of  economics,”  whereby  gains  in  employment 
must  be  made  at  the  expense  of  price  stability,  is  curiously  similar  to  the 
belief,  outlined  above,  that  gains  in  employment  must  be  obtained  by  a 
deterioration  in  the  quality  of  work — that  one  can  only  move  along  the 
quality-quantity  trade-off  curve,  not  move  the  curve  itself.  In  both  myths, 
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labour  has  to  make  sacrifices  for  the  sake  of  a  healthy  economy.  In  fact, 
as  argued  below,  there  are  strong  arguments  for  the  view  that  a  strong 
economy  requires  labour  rights. 


Globalisation  and  unemployment:  the  debate 

Adjusting  employment  figures  for  qualitative  dimensions,  as  suggested 
above  with  the  QARU,  provides  a  clearer  focus  on  the  global  unemploy¬ 
ment  problem.  In  developing  countries,  employment  is  more  and  more 
found  in  the  informal,  unregulated  sector,  as  indicated  by  Gita  Sen  (this 
volume),  for  whom  “the  problem  [there]  is  less  one  of  unemployment  than 
of  overwork.”  In  industrial  countries,  as  noted  above,  there  has  been  a 
steady  erosion  of  workplace  standards,  and,  at  times,  a  deterioration  in  the 
purchasing  power  of  low  wages.  The  debate  on  the  roots  of  growing 
unemployment  or  low  quality  employment  is  still  ongoing.  Since  most 
policy  research  questions  are  framed  by  Northern  academics,  that  debate 
often  turns  on  the  following  puzzle:  what  causes  increased  wage  inequality 
in  the  North?  Most  economists  estimate  that  international  trade  accounts 
for  less  than  20  percent  of  the  drop  in  real  wages  in  the  North,  but  some, 
such  as  Adrian  Wood,  estimate  that  trade  accounts  for  at  least  one-third 
of  the  change. 

In  fact,  the  effects  of  globalisation  on  employment  outcomes  cannot 
be  captured  only  in  balance  of  trade  statistics.  Dani  Rodrik,  for  example, 
has  recently  pointed  out  that  the  mere  threat  of  relocating  factories,  not 
necessarily  the  relocating  itself,  could  force  a  change  in  the  balance  of 
power  between  labour  and  management,  explaining  some  of  the  changes 
(Rodrik  1997).  From  a  developing  countries’  standpoint,  globalisation,  in 
the  form  of  freer  trade  in  food  and  foodstuffs,  has  the  potential  to  uproot 
millions  of  people  who  live  off  the  land,  and  could  intensify  die  urbanization 
problems,  as  noted  by  Rachel  Kurian.  While  low-productivity  agriculture 
is  a  form  of  “disguised  unemployment,”  it  is  better  to  enhance  the  produc¬ 
tivity  of  rural  workers  while  at  the  same  time  increasing  opportunities  for 
formal  employment,  rather  than  accelerating  urbanisation  via  a  “push” 
factor  (or,  rather,  a  “desperation  factor”),  such  as  the  loss  of  commercial 
outlets  for  local  producers  of  food. 

Grunberg  (1996)  suggested  that  technological  progress  and  interna¬ 
tional  trade  can  work  in  tandem  to  increase  competitive  pressure  and 
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labour-shedding.  Yet,  the  study  also  argued  that  both  can  also  have  benefi¬ 
cial  effects  on  global  employment  in  the  context  of  a  fast-growing,  well- 
regulated  global  economy,  where  productivity  improvements  translate  into 
higher  incomes.  But  this  benign  environment  is  difficult  to  create.  Many 
forces  conspire  against  it:  the  deliberate,  low-growth  policies  chosen  by 
many  countries  as  a  way  of  gaining  market  shares;  the  deflationary  pressures 
they  experience  as  a  result  of  global  capital  mobility;  and  the  failure  of 
productivity  gains  to  translate  into  higher  real  incomes  because  globalisa¬ 
tion  has  changed  the  balance  of  power  between  workers  and  management. 
Ajit  Singh’s  study  in  this  volume  analyses  these  phenomena  with  great 
clarity. 

In  a  context  of  weak  aggregate  demand  and  insufficient  international 
coordination,  there  can  develop  a  “structural  demand  shortfall.”  Although 
the  three  factors  outlined  above  ultimately  boil  down  to  a  question  of 
growth  and  real  effective  demand,  they  are  not  cyclical  variables,  but  rather, 
they  reflect  new  patterns  of  relationship  between  governments  and  markets 
and  between  labour  and  capital.  Some  respondents  to  our  study,  such  as 
Yilmaz  Akyiiz  or  John  Eatwell,  noted  that  die  notion  of  “structural  demand 
shortfall”  was  unusual — usually,  demand  rises  or  falls  with  the  business 
cycle.  Yet,  the  predictable  logic  of  business  cycles  may  not  apply  here. 
What  is  changing,  rather,  are  the  parameters  within  which  the  cycles 
occur — the  patterns  of  relationships  between  the  main  actors  in  the  world 
economy.  Ajit  Singh,  in  his  response,  comes  close  to  such  a  formulation 
by  pointing  out  that  institutional  changes  are  needed  to  restore  a  virtuous 
cycle  of  demand,  employment  and  growth.  Above  all,  real-world  develop¬ 
ments  since  1996  seem  to  have  brought  these  types  of  explanation  closer 
to  the  mainstream. 

New  evidence  on  a  core  hypothesis 

Since  our  hypothesis  was  formulated  in  the  1996  UNDP  study,  new  evi¬ 
dence  emerged  in  support  of  the  idea  that  production  and  consumption  are 
increasingly  becoming  disjointed.  Over-capacity  is  plaguing  many  sectors 
susceptible  to  international  competition — not  only  steel  and  ship-building, 
but  also  automobiles,  tyres,  chemicals,  glass,  extractive  industries,  even 
computer  chips.  Surplus  capacity  is  understandable  in  “sunset”  industries, 
those  sectors  that  are  becoming  obsolete,  or  where  the  technology  has 
become  standardised.  Sectors  with  a  high  research  content,  however,  such 
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as  computer  components  or  pharmaceuticals,  are  supposed  to  “pull  up” 
global  growth,  through  higher  value-added  and  income  creation.  When 
even  these  sectors  are  experiencing  surplus  capacity,  then  the  problem 
may  be  an  overall  demand  shortfall — the  inability  of  effective  demand  to 
absorb  the  new  goods. 

The  resulting,  falling  world  prices  may  be  the  sign  of  healthy  competi¬ 
tion,  and  they  certainly  create  greater  purchasing  power  and  higher  real 
income  for  the  consumer.  But  falling  prices  cut  into  firms’  profitability 
and  discourage  new  investments,  hurting  employment.  Increasingly,  an 
actual  fall  in  the  consumer  price  index  (not  just  producer  prices  or  primary 
commodities)  has  been  observed,  for  example  in  Hong  Kong,  Japan  or 
Germany.  In  times  of  falling  consumer  prices,  consumers  are  tempted  to 
wait  and  save  for  prices  to  go  down  further,  rather  than  spend  their 
income — depressing  further  the  demand  for  goods  and  services,  as  well 
as  business  opportunities  for  firms.  This  is  the  deflationary  spiral. 

Deflationary  tendencies  world-wide  have  been  both  a  cause  and  a 
consequence  of  the  Asian  crisis — though  more  people  see  them  as  conse¬ 
quence  rather  than  cause.  Yet,  with  the  spectacular  collapse  of  computer 
chip  prices  in  1996  (down  80  percent  compared  to  1995),  severe  balance  of 
trade  deficits  have  undermined  confidence  in  the  economies  of  previously 
thriving,  exporting  countries  such  as  Singapore  or  Thailand. 

Of  the  three  factors  quoted  above  for  explaining  the  situation,  Grunb- 
erg  (1996)  dwells  particularly  on  the  deliberate  restriction  by  governments 
of  domestic  demand  in  order  to  gain  market  shares  abroad.  Curbing  domes¬ 
tic  demand  reins  in  prices  (hence  the  disappearance  of  inflationary  dynam¬ 
ics),  boosts  exports  and  external  competitiveness,  and  keeps  imports  down. 
This  tactic  may  be  analysed  in  terms  of  a  prisoner’s  dilemma,  in  that  it  is 
a  winning  strategy  only  if  all  other  countries  abstain  from  doing  the  same — 
in  which  case,  it  becomes  counter-productive.  In  that  sense,  growth  of 
aggregate  demand  may  be  a  global  public  good,  subject  to  a  collective 
action  problem.4 

But  more  broadly,  increased  global  competition  creates  conditions  that 
undermine  consumer  confidence  in  the  North  (via  the  loss  of  job  security), 
without  ensuring  that  an  offsetting  expansion  of  aggregate  demand  occurs 
in  the  South.  The  change  in  the  bargaining  position  between  labour  and 
management  is  visible  in  the  decreasing  share  of  the  value-added  in  the 
private  sector  being  taken  by  wages — and  this  potentially  dampens  demand, 
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because  income  fails  to  accrue  to  those  most  likely  to  spend  it.  The  con¬ 
straints  on  growth  that  result  from  the  swift  mobility  of  capital  in  and  out 
of  currencies  is  an  additional  factor,  which  is  elabourated  at  greater  length 
in  another  Discussion  Paper  (Eatwell  1996). 

When  this  deflationary  dynamic  is  properly  understood,  then  the  idea 
of  a  negative  impact  of  globalisation  on  the  quality  or  the  quantity  of  work 
stands  up  better  to  scrutiny.  This  is  perhaps  why  so  many  mainstream 
writers  have  been  hesitant  to  recognise  the  first  signs  of  global  deflation — 
until  the  evidence  became  decisive.  For  example,  The  Economist  featured 
it  on  the  cover  of  its  February  1999  issue. 

Parallels  in  history 

This  analysis  is  buttressed  by  historical  parallels — for  example  with  the 
world  depression  of  the  late  1 9th  century,  a  period  which  was  marked  by 
a  comparable  degree  of  globalization  as  today’s — marked  in  particular 
by  high  capital  mobility,  restrictive  monetary  policy  framed  by  the  gold 
standard,  and  weak  wage-setting  institutions.  The  slump  was,  in  part, 
caused  by  the  liberalization  of  grain  markets  and  its  effects  on  farmers’ 
incomes  in  Europe  (Williamson  1996;  Breton,  Broder  and  Lutfalla  1997). 

With  the  advent  of  the  Asian  crisis,  the  other  analogy  that  comes  to 
mind,  of  course,  is  the  slump  of  the  1930s,  which  followed  a  period  of 
globalization  in  the  1920s,  analyzed  by  Karl  Polanyi  in  The  Great  Transfor¬ 
mation  (Polanyi  1980).  It  is  the  disarray  in  die  world  monetary  system, 
and  the  threat  of  competitive  devaluations,  which  prompts  this  analogy. 
As  in  the  1930s,  the  world’s  currencies  are  huddling  around  “blocs” — 
more  and  more  developing  countries,  for  example,  are  attempting  to  adopt 
the  dollar.  But  the  comparison  goes  deeper.  This  is  how  The  Economist 
described  the  strains  of  globalization  in  the  1930s: 

“The  supreme  difficulty  of  our  generation  is  that  our  achievements 
on  the  economic  plane  of  life  have  outstripped  our  progress  on  the 
political  plane  to  such  an  extent  that  our  economies  and  our  politics 
are  perpetually  falling  our  of  gear  with  one  another.  On  the  eco¬ 
nomic  plane,  the  world  has  been  organized  into  a  single,  all-embrac¬ 
ing  unit  of  activity.  On  the  political  plane,  it  has  not  only  remained 
partitioned  into  60  or  70  sovereign  nation  states,  but  the  national 
units  have  been  growing  smaller  and  more  numerous  and  the 
national  consciousness  more  acute.  The  tension  between  these  two 
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antithetical  tendencies  has  been  producing  a  series  of  jolts  and 

smashes  in  the  social  life  of  humanity  .  . (Kennedy  1998) 

This  discrepancy  between  a  global  economy  and  a  fragmented  policy¬ 
making  structure  was  pointed  out,  in  our  1996  study,  as  a  root  cause  of 
much  dysfunction  in  the  world  economy.  We  analyze  it  further  in  Kaul, 
Grunberg  and  Stern  (1999). 

Finally,  a  third  historical  parallel  comes  to  mind.  Anyone  seriously 
interested  in  going  beyond  the  trade-off  between  quality  and  quantity  of 
employment  will  be  drawn  to  analyse  the  experiences  of  industrial  countries 
(indeed,  of  most  of  the  world)  in  the  years  1950-1973 — what  Ajit  Singh 
and  others  call  the  “golden  age”  of  capitalist  development.  In  this  volume, 
Bernard  Perret  describes  the  “Fordist  bargain”  of  the  golden  age,  where 
consumption  was  allowed  to  keep  pace  with  investment  through  a  continu¬ 
ous  improvement  in  labour  standards  and  through  careful  macro-economic 
regulation  by  the  state.  Bernard  Perret,  however,  argues  that  this  system 
is  inseparable  from  an  industrial  structure  that  has  passed  away,  at  least 
in  the  North — the  assembly-line  manufacture  of  standardized  goods,  or 
“Taylorism.” 

Bernard  Perret  has  a  point  in  the  sense  that  the  demise  of  assembly- 
line  manufacturing  in  the  North,  in  favour  of  services  or  customised  goods, 
has  weakened  the  power  of  trade-unions.  Nevertheless,  international  com¬ 
parisons  show  that  the  “Fordist  society”  is  not  a  tight  “package,”  that 
cannot  be  disaggregated.  Some  countries,  for  example,  have  a  “Taylorist” 
industry  but  little  trade-unions  or  macro-economic  regulation — one  can 
think,  for  example,  of  the  maquiladoras  region  of  Mexico,  its  buzzing 
border  with  Texas.  Conversely,  it  should  be  possible  to  create  a  benign 
investment-consumption  loop  with  the  new  forms  of  industrial  organiza¬ 
tions  now  prevalent  in  the  North — such  as  those  centered  on  services 
or  marketing. 

Now,  what  policy  response  do  we  derive  from  this  diagnosis? 

POLICY  RESPONSES 

Encourage ,  or  discourage  investment? 

Surveying  the  commentators  of  Grunberg  (1996),  it  is  striking  that  a  large 
number  of  them  (in  particular  Yilmaz  Akytiz,  John  Eatwell  and  Robert 
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Eisner),  pointed  to  investment  as  a  key  variable  in  reviving  employment 
opportunities  worldwide.  Indeed,  a  marked  slowdown  in  capital  formation 
has  been  observed  since  the  1970s  in  developed  countries,  even  though 
the  profitability  of  firms  has  been  restored  to  pre- 1970s  levels.  The  ratio¬ 
nale  for  this  recommendation  is  that  capital  formation  is  the  engine  of 
economic  activity,  creating  work  opportunities  and  fulfilling  consumer 
demand  while  contributing  to  its  expansion.  International  capital  flows 
into  developing  countries  are  said  to  create  undesirable  effects  when  used 
toward  consumption,  but  are  deemed  highly  desirable  when  used  toward 
capital  formation,  as  in  South  East  Asia  (Agosin  1998). 

Another  school  of  thought  has  recently  emerged,  however,  calling 
this  “investment  optimism”  into  question.  Of  course,  what  happened  in 
Soudieast  Asia  was  largely  the  “wrong”  kind  of  investment — too  often,  it 
consisted  in  bank  loans  supported  by  foreign  currency  holdings,  that  went 
into  speculative  real  estate  markets.  But  an  excess  of  productive  investment 
was  also  to  blame.  Some  observers  consider  the  high  rates  of  capital  forma¬ 
tion  in  developing  countries  (notably  Southeast  Asia),  as  having  contributed 
to  the  global  glut  in  many  industrial  products  and  to  pressures  on  the 
current  account  when  the  investment  could  not  result  in  sufficient  exports. 
Some  even  go  so  far  as  suggesting  a  tax  on  new  capital  formation  (Greider 
1997).  Indeed,  analysts  in  the  car  industry,  for  example,  warn  that  at  the 
current  rate  of  investment  in  Asia,  the  car  market  is  due  to  collapse  soon. 
The  Chinese  government  has  recently  banned  any  new  investment  in  the 
production  of  colour  television  sets,  citing  an  impending  glut. 

How  does  one  reconcile  these  two  views  on  the  benefits  and  dangers 
of  capital  formation?  John  Eatwell  provided  an  interesting  insight  in  an 
earlier  commentary  to  Grunberg  1996: 

“If  there  is,  indeed,  a  need  to  expand  the  rate  of  growth  of  world 
demand,  policy  measures  should  be  geared  to  raising  the  private 
investment  rate.  The  problem  is  that  the  private  investment  rate 
is  peculiarly  sensitive  to  the  expectation  (or  lack  of  it)  of  growing 
demand.  There  is  a  chicken  and  egg  problem.” 

In  other  words,  policies  to  encourage  private  investment  should  not 
forget  that  this  investment  responds  to  expectation  of  demand  in  the  future. 
One  may  add  that,  when  investment  is  not  sensitive  to  the  expectation  of 
growing  demand  (but  rather  to  the  easy  availability  of  credit),  then,  trouble 
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starts.  This  is  what  happened  in  South  East  Asia.  We  had  an  investment 
bubble  growing  alongside  a  stagnating  consumer  market,  with  potential 
speculation  in  the  real  estate  market,  for  example.  In  the  North,  invest¬ 
ments  would  be  primarily  geared  toward  restructuring,  fusions  and  acquisi¬ 
tions  (“capital  deepening”).  In  short,  in  order  both  to  solve  the  “chicken 
and  egg  problem”  and  to  prevent  over-investment  in  the  “wrong”  sectors, 
policies  to  encourage  investment  must  go  hand  in  hand  with  structural 
policies  to  encourage  the  long-run  growth  in  effective  demand  (not  just 
a  one-time  demand  stimulus).  Demand  growth  should  not  “overshoot” 
productive  capacity,  either.  Ajit  Singh,  in  the  conclusion  to  his  paper, 
offers  a  positive  agenda  for  these  types  of  policy,  at  the  national  and 
global  levels. 

Labour  rights  and  their  systemic  effects 

Of  course,  to  be  effective,  policy  responses  will  have  to  be  comprehensive. 
They  will  have  to  include  serious  investment  in  education,  as  well  as  an 
enabling  environment  for  job-creating  businesses.  These  measures  were 
outlined  in  Grunberg  (1996).  But  the  analysis  in  this  rejoinder  shows  that 
there  are  four  reasons  why  improving  labour  rights  will  enhance  global 
employment: 

•  The  macro-economic  reasons  outlined  above — making  the  “pie”  of 
aggregate  demand  bigger; 

•  Micro-economic  reasons — to  make  market  competition  result  in  true 
efficiency  gains,  not  zero-sum  “races  to  the  bottom;” 

•  Macro-financial  reasons — encouraging  investment  in  tangible  assets  (to 
serve  the  increased,  real  effective  demand),  not  just  in  volatile  and 
speculative  assets; 

•  And  finally,  of  course,  an  enhancement  in  human  development. 

Is  this  prescription  applicable  to  developing  countries?  Azizur  Rahman 
Khan,  Bibek  Debroy  and  others  in  this  volume  warn  that  strengthening 
labour  rights  and  labour  standards  in  these  countries  can  worsen  the  exist¬ 
ing  market  segmentation  of  the  labour  market  between  a  protected  wage 
sector  and  an  informal,  unprotected  sectors.  It  may  also  make  existing 
industries  more  labour  intensive  (Debroy  in  this  volume).  Mkandawire, 
however,  notes  that  many  jobs  in  the  informal  sector  rely  on  the  income 
generated  by  wage-earners  in  the  formal  sector.  Rachel  Kurian  documents 
the  “cascading  poverty”  that  resulted  when  good  government  jobs  were 
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slashed  in  Africa.  Conversely,  Ajit  Singh  shows  that  there  is  a  correlation 
between  higher  real  earnings  for  workers  and  expansion  of  employment 
in  the  formal  sector. 


CONCLUSION 

The  market  economy  sends  a  message  of  peace.  There  is  no  need  to  fight 
wars  over  a  limited  amount  of  resources,  because  the  existing  resources 
can  be  used  ever  more  efficiently  to  fulfil  people’s  needs.  But  we  have  to 
make  this  promise  true.  If  the  global  market  is  a  stagnating  market,  then 
we  might  become  dangerously  close  to  predictions  that  the  fight  for  market 
share  among  states  will  escalate  into  protectionism  and  conflict.  Already, 
signs  of  these  trends  are  seen  in  the  escalating  trade  conflicts  between 
Europe  and  die  United  States.  And  if  more  and  more  people  are  excluded 
from  productive,  remunerative  employment,  then  societies  will  be  torn 
apart  and  development  gains  will  be  reversed.  The  key  is  to  focus,  not  on 
fighting  for  a  bigger  share  of  the  pie,  but  on  solving  the  collective  action 
problem  to  make  the  pie  bigger — while  also  ensuring  environmental 
sustainability. 

To  translate  this  recommendation  into  policy,  new  tools  and  new 
incentives  will  be  necessary.  A  “quality-adjusted  rate  of  unemployment” 
will  need  to  be  developed  and  should  supersede  the  conventional  rate  of 
employment  as  the  measure  of  well-functioning  labour  markets.  If  the 
QARU  becomes  as  popular  as  the  NAIRU  once  was,  then  there  will  be 
hope  that  globalisation  can  work  for,  and  not  against,  full  and  productive 
employment. 


NOTES 

1.  Data  is  from:  United  Nations  (1997);  OECD  (1996);  International  Labour 
Organisation  (1997). 

2.  European  Commission  (1996). 

3.  If  P  is  the  total  active  workforce;  W1  the  portion  that  is  currently  at  work 
and  W2  the  portion  that  holds  “quality  jobs”,  RCi  is  (P  — Wl)/P,  and  QARU  is 
(P  — W2)/P.  Another  possible  approach  to  building  a  QARU  might  rely  on  esti¬ 
mates  of  disguised  unemployment  in  an  economy.  See  Eatwell  (1995). 
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4.  Global  public  goods  are  explored  in  depth  in  Inge  Kaul,  Isabelle  Grunberg 

and  Marc  A.  Stern,  eds.:  Global  Public  Goods:  Develop?nent  Cooperation  in  the  Twenty- 

First  Century  (New  York:  Oxford  University  Press,  1999). 
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